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PREFACE 

Sixth Conference of the Institute of Pacific Relations, like its 
predecessor at Banff in 1933, was held amid surroundings of great 
natural beauty and in an atmosphere which fostered a spirit of frank- 
ness, tolerance, and mutual confidence. That such a spirit did prevail 
at Yosemite, even during discussions which dealt boldly and unre- 
servedly with questions of acute political controversy, was no doubt 
due partly to the pleasant informality of the living arrangements 
whereby the conference members for two weeks constituted a self- 
contained community housed in cabins and tents around Yosemite 
Lodge. Partly, also, it was the result of the careful preparation of the 
agenda by the National Councils and the Secretariat during the pre- 
ceding three years. More than ever before, the Yosemite Conference 
represented for most of its members not an isolated episode but rather 
the extension and culmination of a long period of preliminary study 
and organized discussion with other members of their own National 
Councils. In this the conference had an advantage over former meetings 
separated by an interval of only two years and thus leaving much less 
time available for thorough preparation. The advantage was implicitly 
recognized in the decision of the Pacific Council to continue the three- 
year period and hold the next (seventh) conference in 1939. 

To make personal distinctions among the various members and 
national groups would be profitless and invidious ; yet it is necessary 
to make special comment on at least two groups whose attendance 
meant a great deal both for the Yosemite Conference and for the Insti- 
tute as a whole. The U.S.S.R. Council, after being formally constituted 
as the Pacific Institute of the U.S.S.R. on June 28, 1934, notified the 
Secretary General in a letter dated August 6, 1934, that it was accepting 
the invitation extended to it in 1931 by the Pacific Council of the Insti- 
tute of Pacific Relations to become a member organization. Since then 
the Soviet Council has taken an active and valuable part in the general 
activities of the Institute, especially in research and publications. It 
was therefore a great pleasure to all members of the Institute to learn 
that the U.S.S.R. Council would be represented for the first time at an 
I.P.R. conference by two full members, the leader being the Chairman 
of the Soviet Council, Dr. V. E. Motylev, and that the Council was 
arranging to submit a series of papers on Soviet policies and progress 
in its Far Eastern territories. Later personal acquaintance with the 
Soviet members and a reading of their data papers only increased that 
pleasure and strengthened the conviction that Soviet participation in 
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the Yosemite Conference marked one of the most important stages in 
the Institute's development. In the same way another important link 
in the chain of Institute membership was forged by one of the first 
acts of the Pacific Council meeting before the Yosemite Conference on 
August 12, when it unanimously voted to grant the application for 
membership which had been made by the Comite* d'fitudes des Prob- 
l&mes du Pacifique of Paris. The admission of the French Committee 
was fittingly celebrated by the attendance at Yosemite of an authorita- 
tive and distinguished group under the leadership of M. Albert Sarraut, 
two members of the group having attended previous Institute con- 
ferences as observers. By the weight of their contributions to the dis- 
cussions, by the quality of their documentation and their speeches, 
they made a most valuable addition to the work of the conference and 
have since continued to take an active part in the Institute's inter- 
national programme of research and publication. 

Readers who are interested in the organization of the conference and 
in the general administrative and research work of the Institute between 
the conferences will find a short account of these matters given in 
Appendix VI below. Fuller accounts are also available in the Secre- 
tariat's Report to the Pacific Council and in the special conference issue 
of the Institute bulletin, I.P.R. Notes, for October 1936. 

This volume of Proceedings differs somewhat from >the previous 
report of the Banff Conference in that it has been possible, because 
of the way in which the Yosemite round tables were organized, to make 
the chapters correspond fairly closely in substance and sequence with 
the round table topics. At the same time it must be emphasized, for the 
sake of readers not familiar with the procedure at Institute meetings, 
that it is in no sense a verbatim record of the discussions. Even if 
space were available, it would be impossible to produce such a record 
owing to the fact that the same subject is discussed simultaneously, 
but by no means identically, by four separate groups whose members 
usually express their individual views and not any predetermined 
national-group opinions. Thus the editors have been obliged at many 
points to use their own judgement in selecting and summarizing those 
discussions and statements which seem to have been most significant 
and most representative of the round table opinion as a whole. Each 
chapter is thus necessarily in many places a composite rather than a 
literal account of any single group discussion. An exception to this 
occurs in the third chapter on the U.S.S.R. In this topic the system 
of four separate round tables was not employed, and as there were only 
two Soviet members it has been possible to give a somewhat fuller and 
more consecutive account of the actual remarks made in the meetings. 
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One further departure from the recorders' notes is to be seen in those 
parts of the chapters where extracts from data papers and other docu- 
ments are introduced into the text ; this has been done usually in order 
to amplify points taken for granted by round table members who 
had consulted the relevant documents, but not necessarily clear to 
readers of this book who were not at the conference. The documents 
printed in Part II of the book have been selected from the data papers 
in order to supply useful supplementary materials to illustrate the 
discussions or else to provide students of Pacific problems with new 
information of a kind not easily obtainable elsewhere. Still other 
documents, it may be noted, are to be published later as separate 
books. 

The editors wish to express their thanks to those who have given 
advice and assistance during the preparation of the volume and also 
to round table recorders and typists whose conscientious work greatly 
facilitated the task of compiling the chapters. 



INTRODUCTION 
THE PACIFIC SCENE, 1933-1936 

PACIFIC AREA, in the three years between the Banff and 
_L the Yosemite Conferences of the Institute of Pacific Relations, was 
the scene of many changes and developments in the political and econo- 
mic life of the various countries concerned developments which inevit- 
ably coloured and influenced the course and temper of the discussions 
at the Yosemite meetings. Significant as these changes were, however, 
they were often overshadowed by more momentous events in other 
parts of the world, especially western Europe and the Mediterranean, 
with the result that the observer of international affairs in the Pacific 
and the Far East was often obliged to look to the politics of the Western 
world for a proper understanding of diplomatic and commercial relations 
in the East. This fact was clearly reflected in the discussions at Yose- 
mite, and fortunately, owing to the presence of a large number of 
members from European countries, it was usually possible to give 
fairly full consideration to the importance and meaning of develop- 
ments in the West. These changes, most dramatically symbolized in 
the rearmament programme and expansionist foreign policy of Nazi 
Germany and in the Italian imperialist adventure in Ethiopia, had both 
direct and indirect influences on international relations in the Pacific. 
Directly they were manifested in the resurgence of German influence 
in the Far East, notably through the growth of trade, shipping, and 
railway-building concessions in China, and more spectacularly through 
the long-rumoured cultivation of a political entente with Japan, which 
was confirmed and announced to the world soon after the Yosemite 
Conference in the anti-Comintern agreement between the two nations. 
Indirectly the events in the West were important in diverting the 
attention of certain European Powers, particularly the United Kingdom 
and France, and thus temporarily weakening their potential influence 
in the Far East where their weight in the political balance of power 
has traditionally been a factor of considerable import to other nations 
concerned. The combination of events German rearmament, the 
Italian conquest of Ethiopia, the breakdown of the League system 
of collective security, the Spanish struggle could hardly have failed 
to increase the British Government's preoccupation with European 
affairs and to diminish its active interest in the Pacific. Admittedly 
such a simplified East-West statement of the balance of power in the 
Pacific will not suffice to explain the whole course of events in China 
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and Japan since 1933 ; yet it would be unwise to suppose, for instance, 
that the Italian success in Ethiopia and the apparent weakness of the 
British position in the Mediterranean were wholly unobserved by Japa- 
nese political and military leaders, or that the timing of Japan's more 
recent attempts to advance her position in North China and Mongolia 
was unrelated to, or unaffected by, what happened in Europe. 

The Pacific scene, though somewhat eclipsed by the drama of the 
European stage, was not without developments of interest and lasting 
significance. The countries of the Pacific were brought closer to one 
another and to the rest of the world by new advances in methods of 
communication and transport. The successful inauguration of the 
Pan-American trans-Pacific air service linking the United States, the 
Philippines, and China, and the prospect that its service will soon be 
extended from Hawaii to New Zealand and Australia, provided only 
the most striking example. Equally important from both the economic 
and the strategic standpoint have been the extension and improvement 
of air transport in China, Japan, Manchuria, and the Soviet Far East, 
and the British, Dutch, and French development of long-distance air 
services between Europe, Java, Malaya, Indo-China, Hong Kong, and 
Australia. More prosaic but not less important has been the remarkable 
increase in railway building in the Far East, especially in China, 
Manchuria, and the Soviet Union a development which in its total 
scope and magnitude constitutes a railway-building 'era' of a kind 
hardly paralleled in the world since pre-war days. Similarly in the 
realm of electrical communications short-wave radio and radio-tele- 
phony and in the improvement of ocean shipping, as illustrated in 
the Japanese construction of very speedy cargo-ships for the direct 
silk-trade between Japan and New York and the further extension of 
Japanese shipping services to new commercial territories, the shrinkage 
of the Pacific area during the past three years has been noteworthy. 

How far the new means of communication are the heralds of increas- 
ing trade and investment among the Pacific countries cannot yet be 
predicted with much certainty. Up to the present the increases in 
trade with the apparent arrival of the upward phase of the business 
cycle have hardly sufficed to recoup the losses of the slump, and while 
some countries, like Japan, have expanded their trade greatly, others, 
like the United States, are still below the levels of 1929, so that the total 
volume of Pacific trade has still to increase a good deal to reach its old 
figure of the boom period. In the sphere of international capital 
investment the revival has been even smaller. Aside from refunding 
and conversion operations, Manchuria and North China have provided 
almost the only large outlet for foreign (almost wholly Japanese) 



INTRODUCTION 3 

investment, and then only under conditions of jSblitical and military 
encouragement which make it not wholly susceptible to appraisal by 
ordinary commercial standards. In addition there has been, of course, 
a certain amount of European capital invested in the recent Chinese 
railway construction projects and air services. The actual amount is 
probably not large, but it is important as indicating a revival of foreign 
investment in a sphere where such activity, because of outstanding 
debts and other obstacles, has been greatly hampered for a decade 
or more. 

The general prospect for continued economic recovery in most Pacific 
countries in August of 1936 seemed fairly bright despite the evidence 
of certain internal economic difficulties and rising costs of living in 
Japan. After the Yosemite Conference, with the American people's 
endorsement of the * New Deal ' as expressed in the re-election of Presi- 
dent Roosevelt, with the improvement in the prices of the raw materials 
and foodstuffs which constitute a large part of the exports of the 
British Dominions, and with the collapse of the Gold Bloc liberating 
the Netherlands Indies and Indo-China from their difficult and defla- 
tionary monetary position, the business barometers of the Pacific 
seemed to be rising or 'set fair'. In the United States considerable 
progress had been made to reopen the channels of foreign trade by means 
of reciprocal trade agreements, but, with the important exception of 
Canada and the Netherlands (including the East Indies), the countries 
of the Pacific have not yet been included in this programme. It is, in 
fact, somewhat remarkable that Japan, which plays such an important 
role in American export trade, has not yet been invited into the circle 
of agreements. One reason has probably been that the recurrent 
agitations against the alleged danger of 'flooding the United States 
with cheap Japanese goods ' have created a situation in which it would 
be politically inexpedient for the Government to negotiate a treaty in 
which concessions would have to be extended to Japan. The Govern- 
ment has thus preferred to encourage private agreements between the 
Japanese and the American manufacturers concerning specific products 
such as textiles, electric lamps, pottery, ftc., 1 rather than work for 
one comprehensive treaty. (At the time of going to press, it is reported 
that prospects are increasing for exploratory conversations between the 
United States and the Japanese Governments, looking to the negotia- 
tion of a reciprocal trade agreement, and the visit of a Japanese econo- 
mic mission to the United States in April will doubtless be the occasion 
for further study of the problems involved.) 

Japan itself, faced with a steadily mounting array of tariffs and 

2 See Document I below, pp. 232-3. 
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quota restrictions as its export trade expanded into new commodity 
groups and new sales territories, had perforce to enter, often unwillingly, 
into similar reciprocal agreements with other countries and to encourage 
the smaller manufacturers and exporters to set up export-control 
associations for stabilizing prices and grades of goods and preventing 
sudden disconcerting fluctuations in the volume of exports. It was not 
always an easy task, as the long and disappointing negotiations with 
the Netherlands East Indies Government showed. In the case of Canada 
and Australia, dissatisfaction on both sides developed into open dis- 
putes between the Japanese and the Dominion authorities with retalia- 
tory action before a suitable basis for reciprocal adjustment could be 
found. 1 

The difficulties which Japan faced in maintaining her expansion of 
foreign trade were paralleled by signs of trouble and maladjustment in 
her internal economic development. Outwardly Japan was prospering 
in a veritable industrial boom running far ahead of economic advances 
in almost all countries of the world. Industrial production, taking 1928 
as 100, had risen from a level of 148 at the end of 1933 to 210 by the 
middle of 1936. The value of exports had increased from 1,861 millions 
yen in 1933 to 2,693-1 millions in 1936. Moreover, significant structural 
changes had occurred in Japan's economy. The Empire, after a five- 
year Wheat Plan, became virtually self-sufficient in foodstuffs though 
not without paying a high indirect price in subsidies and tariffs. There 
was a disproportionately rapid growth of heavy industries and chemical 
industries in which the country had hitherto been rather weak. Japan 
in 1936 became the world's leading producer of rayon little more than a 
decade after she started the industry. These changes reflected them- 
selves in her foreign trade, for her imports now began to consist more 
and more of raw materials instead of manufactured and semi-manu- 
factured goods. Simultaneously her exports not only included a greater 
proportion of finished goods but also were distributed over a much 
wider range of commodities and territories so that Japan no longer 
depended so critically on one market, the United States, and on two 
commodities, cotton goods and raw silk, for her export profits. 

There were, however, less encouraging signs. The boom in heavy 
industries arose largely from the abnormal and unhealthy stimulus of 
armament expansion. Instead of keeping pace with industrial profits, 
wage rates have continued to fall since 1933 and total earnings of factory 
workers, even with the higher volume of employment, have risen 
only very slightly and for female workers the record of both wage rates 

1 The Japanese-Australian dispute was in progress during the Yosemite Conference, 
but a settlement was effected early in January 1937. 
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and earnings has been much worse. The expansion of export trade has 
brought high profits to a few favoured groups but has been achieved at 
a heavy cost to the nation at large since, with increasingly unfavourable 
barter terms of trade, Japan has had to give larger and larger physical 
amounts of exports (and correspondingly larger amounts of labour 
and capital) in order to secure a given volume of necessary imported 
raw materials. In the financial sphere the nation has maintained its 
credit but has run up a series of steadily mounting deficits, and has 
increased its outstanding debt in the three years ending November 1936 
from 6,388 to 8,813 millions yen, so that it now faces the necessity of 
increasing taxes and raising tariff rates. In contrast to the urban and 
industrial groups, the agricultural classes, who still comprise half of 
Japan's total occupied population, have passed through years of chronic 
depression, reaching a period of extreme misery in 1934 and even now 
only slightly relieved by the improvement in farm prices and the revival 
of the American silk market. Politically the past three years have 
reflected the economic and social malaise, as witness the military revolt 
and assassinations of February 1936, the general instability of the 
various cabinets, and the dominating influence of the military leaders 
(at least up to August 1936) in shaping Japanese foreign policy towards 
China. 

China, too, passed through three eventful years but, generally speak- 
ing, there was a clearly discernible tendency towards economic reform 
and political consolidation under the banner of the National Govern- 
ment. After repeated failures, and with the aid of foreign experts and 
aircraft, General Chiang Kai-shek was able to dislodge the Communist 
armies from their long-held territory in Kiangsi and to initiate there a 
programme of * rehabilitation* which marked the first stage in bringing 
all of central and south-western China under the effective control of 
Nanking. How far the programme is destined to succeed as a means 
of basic economic and social reform has yet to be seen. But whatever 
the ultimate social results, there can be little doubt that a far-reaching 
plan of reconstruction of rural life both in its economic and its 'moral' 
aspects is being launched. This political consolidation of the country 
has been accompanied and probably aided by the new improvements in 
transport and communication mentioned above. The new railways, 
improved roads, air transport (both civil and military), better telephone 
and radio services, combined with a growing amount of centralized 
government control have both strengthened the financial and military 
control of Nanking over the outlying provinces and brought the nation 
into something approaching an economic unity. This commercial uni- 
fication has been further hastened by the fact that a new emphasis has 
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been given in the national and provincial reconstruction plans. Attention 
is being given not only to physical improvements such as roads, railways, 
and flood control measures but also to economic and political reforms 
through the encouragement of rural co-operative marketing and credit 
societies, tax reforms, and reorganization of provincial and local ad- 
ministration. 

Besides all this, a noteworthy advance was achieved in 1935 when, 
after having seen the credit and currency of the nation disorganized 
and its industry and commerce still further depressed by the United 
States silver purchase experiment, the Chinese financial authorities 
were able to cut loose from the traditional silver standard and establish 
a workable managed currency more or less linked to British and 
American currency. This reform in turn facilitated the long-needed 
unification of the diverse local currencies in the provinces and hastened 
the process of centralizing the powers of note-issue and credit control 
in the three government banks, the Bank of China, the Central Bank, 
and the Bank of Communications. Though little outward change took 
place in the process of settling some of the long-outstanding foreign 
debts, there was clear evidence of China's improved credit position in 
the fact that foreign financial participation in the new railway construc- 
tion projects was mostly secured on the future commercial revenue of 
the lines without the former usual liens on the customs or other tax 
revenues. With the help of League of Nations and other foreign techni- 
cal advisers the Government is acquiring a corps of trained civil servants 
and administrators whose presence should do much to assure the con- 
tinuance and efficient operation of the new construction projects. 
Foreign co-operation, both in the form of technical experts and of 
financial help, has increased in many ways but with few signs of the 
old imperialist concession-grabbing activities that characterized the 
pre-war period. French, German,. Danish, and British interests have 
all been mentioned in recent news of Chinese construction projects. 
The British Government took special pains to facilitate the initiation 
of the Chinese currency reform. American interests, though they have 
been conspicuous non-participants in the recent railway schemes, have 
nevertheless played a major role in developing one of the two chief air 
transport services. More recently the United States Government, per- 
haps in order to make some amends for the distress which its silver 
policy inflicted upon China, has helped the Nanking Government and 
the Chinese banks to build up foreign exchange reserves in America. 

One country and one part of China are significantly excluded from 
these remarks on China's recent development. The same reason accounts 
for the absence of both. North China, mainly because of Japanese 
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control and Japanese opposition, has not come much within the orbit 
of the national reconstruction programme. Commercially this territory 
has been made the testing-ground for a rival Japanese-inspired scheme 
of development. It is not yet clear whether the Japanese military and 
financial promoters of the scheme will be able to bring North China into 
the much discussed 'economic bloc* with Japan or make it an adjunct 
of Manchuria supplying some of the raw materials cotton and iron 
for instance which Manchuria has not profitably been able to provide. 
There is, however, ample evidence that Japanese economic and financial 
penetration of the region has been actively promoted so that to-day 
almost the whole of the cotton textile industry in North China is in 
Japanese hands and Japanese capital has been put into many new 
schemes for the cultivation and marketing of improved grades of raw 
cotton. But even more disastrous for the Chinese Government was 
Japan's encouragement of or at least the failure to suppress an 
unprecedented campaign of smuggling Japanese goods into China along 
the coast-line south of the Great Wall in the vicinity of Chinwangtao. 
This new economic arm of Japanese expansion in China imposed heavy 
losses on the Nanking Government because of evaded customs duties 
and furnished a new channel for Japanese traders to extend the range 
and the intensity of their competition against Chinese and western 
merchants. The smuggling and the non-co-operation of Japan in China's 
efforts at currency reform were indeed only the commercial manifesta- 
tions of a policy that took shape in equally serious political activities 
and pronouncements. 

Space will not permit a full account of Sino-Japanese diplomatic 
relations since the Tangku Truce of May 31, 1933. 1 It is enough to 
recall the principal incidents beginning with the celebrated 'Amau 
Statement' of April 17 when the Japanese Government proclaimed 
itself as the exclusive guardian of the peace in eastern Asia and, as an 
expression of its opposition to the work of League of Nations and other 
foreign experts in China, practically arrogated to itself the right to 
determine the conditions on which foreign assistance for Chinese recon- 
struction would be acceptable. The next major stage began in May 1935, 
when, despite the conciliatory attitude of China, Japanese troop move- 
ments in North China, especially in Chahar and Hopei, began again on 
a larger scale and culminated in July with the Ho-Umetsu agreement 
by which the Chinese commander accepted terms which involved prac- 
tical elimination of all Nanking's political and military control in the 

1 See C. F. Chang and N. Wing Man, Sino-Japanese Relations since the Tangku Truce, 
China Institute, Shanghai, 1036, and also Q. E. Hubbard, The Far East in 1934 and The 
Far East in 1935 (extracts from the Survey of International Affairs for 1934 and 1935). 
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north. This move was followed in October by a concerted drive on 
the part of the Japanese military leaders in China to establish a virtu- 
ally independent state in the five northern provinces. 

Protests from abroad and a stiffening of opposition in China led the 
Japanese to modify the scheme, and in November a so-called 'autono- 
mous regime ' in eighteen counties of eastern Hopei was proclaimed under 
the nominal control of Yin Ju-keng. In addition a 'Hopei-Chahar 
Political Council' under Japanese auspices was set up on December 18. 
On the diplomatic side these moves had been backed up by Foreign 
Minister Hirota in a statement during September to the effect that the 
three fundamental principles of Japan's policy towards China were 
that China must abandon the practice of playing off one foreign country 
against another, that 'Manchoukuo' must be recognized, and that joint 
Sino-Japanese measures must be devised to combat communism in 
certain regions of China. 

Thus, despite changes in method and expression, there has been 
steady evidence of Japan's determination to assume effective control 
over North China and probably Inner Mongolia as well, while at the 
same time pushing hard to extend Japanese economic interests in that 
area and to resist or discredit many of the Nanking efforts at nation- 
wide reconstruction and unification. 

A development of major importance in its effect on Japan's expan- 
sionist programme since 1933 has been the steady strengthening of the 
Soviet Union's political and military power in the Far East. Having 
disposed of its last 'foreign interests' in the Orient by the sale of the 
Chinese Eastern Railway, the Soviet Government has retired behind 
its own frontiers and resolutely proceeded with a remarkable programme 
of economic development, railway construction, agricultural improve- 
ment, and strengthening of its military, naval, and air forces in the Far 
East. Whether this development is viewed with suspicious alarm, as is 
the case with many Japanese, or is regarded as making for stability 
and peace in the Far East, it is clear that the emergence of the Soviet 
Union as a strong Pacific Power has done perhaps more than anything 
else to upset the former balance of political forces. 

Among the other basic changes in the political equilibrium of the 
Pacific which should be mentioned in concluding this review, attention 
must be directed to the establishment of the Commonwealth in the 
Philippines prior to subsequent independence. It is still too early to 
see in what way this will ultimately affect American political influence 
in the Pacific or how it will affect the economic and political destiny 
of the Islands themselves. There is considerable evidence that the 
United States, like the U.S.S.R., has in some respects planned to retire 
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behind a stronger defence line nearer home, and in this connexion the 
new naval construction programme and the new emphasis on strengthen- 
ing naval facilities in Hawaii and Alaska are not without significance. 
With the withdrawal of Japan from the naval limitation treaties there 
is indeed much to support the pessimistic view that the Pacific area 
like Europe is entering into a period where international issues may 
depend for their settlement less on diplomatic machinery and more on 
the use, or threatened use, of naval and military force. 



CHAPTER I 

THE UNITED STATES 
INTRODUCTION 

HE UNITED STATES has been and continues to be a major force 
in the international relations of the Pacific area. The future course 
of American policy in relation to developments hi the Far East is a 
matter of vital concern to countries eager to rebuild some system of 
collective security in the Pacific in place of the post-war structure of 
treaties now denounced or inoperative. It is of equal moment to coun- 
tries which apparently prefer a system of Power politics to one of 
international agreement and collective effort for adjusting conflicting 
national interests. A discussion of the development of American foreign 
policy in the Pacific was therefore of immediate interest to the members 
of the Yosemite Conference, but it was recognized that such a discussion 
required a prior examination of the domestic policies of the United 
States, and of the internal conditions, attitudes, and trends in public 
opinion of which these policies were the expression. 

The foreign policy of the United States, as embodied in the official 
acts and pronouncements of the President, Congress, and the Depart- 
ment of State, is presumably designed to promote American interests 
interests which may be economic, political, philanthropic, or idealistic 
in the sense of supporting principles of international relations to which 
the United States stands pledged. By an estimate of the relative 
strength of various group interests within the country it might be pos- 
sible to predict in general terms the policy which an American Govern- 
ment would pursue in relation to international developments affecting 
the United States. This is in itself a difficult, but not wholly impossible 
task ; but another aspect of the problem, and one with which the Yose- 
mite discussions were chiefly concerned, presents greater difficulties. 
Many American domestic policies which have important international 
effects are formulated without any consideration of those effects. To 
the great majority of the American people foreign interests are unim- 
portant an attitude explained if not justified by the size, geographical 
position, and relative self-sufficiency of the country. The price-raising 
and planned economy measures of the New Deal ; the silver purchase 
programme ; and the more traditional tariff, immigration, and shipping 
policies are all indicative of this disregard for international effects, 
whether beneficial or the reverse. 

In view of the fact that the United States not only shapes its foreign 
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policy to meet current domestic interests and opinions, but also is apt 
to ignore external effects when formulating internal policies, the dis- 
cussions of American foreign policy in the Pacific were preceded by an 
examination of the internal forces which have affected or are likely to 
affect, directly or indirectly, the foreign relations of the United States 
and the position of other Pacific countries. 

The principal actions of the United States Government since 1933 
are particularly apt illustrations of policies initiated to meet specific 
domestic needs with little regard for their effect on other countries. Nor 
do they represent a consistent programme based upon any easily 
definable domestic policy. Statements by American members at the 
opening of the discussions emphasized not only the domestic, but 
the essentially opportunistic character, both as to aim and method, of the 
series of governmental measures constituting the Recovery Programme 
of the Roosevelt Administration. Coming into power at a time of 
psychological crisis and acute economic depression, the Government 
was called upon for bold, decisive action action which could not wait 
upon the development of co-ordinated plans. Relief, reform, social 
experimentation, and political exigency were all involved in the 
numerous plans, often inconsistent and conflicting, which were hastily 
drawn up to meet a critical emergency. Committed to the herculean 
task of readjusting the industrial, agricultural, financial, and social 
structure of American economy, it was inevitable that the Administra- 
tion should pay little heed to international considerations. The inter- 
national effects of the New Deal were, in general, entirely subsidiary to 
its major objectives, and, even when considered, were not allowed to 
interfere with what was deemed to be action justified by conditions at 
home. This concentration on domestic affairs accentuated the already 
strong post-war trend towards political isolation, the turbulence of con- 
ditions in both Europe and the Far East acting as a further reinforce- 
ment. 

For members of the conference from other countries, this preoccupa- 
tion with internal conditions appeared to be the most striking feature of 
American policy in recent years. As one speaker put it: 

'The United States has, to a remarkable degree, become an introvert in 
world affairs. Its participation in world commerce has diminished greatly, 
and although it still remains a creditor nation it has nevertheless failed to 
make the adjustment in its international balance of payments or in its export 
of capital which would normally be consistent with the position of a creditor 
nation. By its crop restriction programme it has greatly influenced the 
economic position of competing nations which can serve as alternative sources 
of supply for commodities such as cotton, wheat, and meat. By-its efforts to 
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raise internal prices, it has still further reduced its ability to compete in world 
export markets and has given an added excuse for agitation designed to pro- 
tect American profits and price levels by means of increased tariffs and other 
import restrictions. In foreign affairs it has to a large extent kept aloof from 
both European and Far Eastern problems, although in both cases it has care- 
fully avoided giving any formal indication that it has abandoned or changed 
its traditional position, particularly in the Far East.' 

Though agreeing that American sentiment in favour of ' no entangling 
alliances ' had strengthened rather than diminished during the past three 
years, American members felt that the Administration's efforts to 
achieve economic recovery through government action and control on 
an increasing scale had stimulated a growing interest in the interna- 
tional economic relations of the United States. Two opposing schools of 
thought had emerged. The * self-containment ' school, normally sup- 
ported by the tariff-protected industries and the traditional protection- 
ism of the majority of the American public, had been reinforced by a 
group of intellectuals who provided the rationale for economic with- 
drawal and isolation. In their view it was entirely possible for the 
United States to achieve security and economic abundance on a national 
basis. Economic dependence on the outside world was dangerous so 
long as international relations are determined by the policies of aggres- 
sive nations. They urged a thorough programme of economic planning 
for a self-contained national economy with the minimum of international 
economic ties. Opposed to this view were those who felt that the price 
of self-containment was too great ; that, furthermore, it had no practical 
significance in the United States for the simple reason that the people 
would not acquiesce in a comprehensive regulation of the entire 
economy. Foreign trade had been developed to the point where a 
tremendous dislocation in both agriculture and industry would result 
from its elimination or substantial reduction. As was pointed out in 
one of the conference data papers : 

'In 1929, nearly 9 per cent, of the total domestic manufactures of the 
United States were exported, to a value exceeding $3,000 million. For 
several major industries the ratio of exports to production was as follows : 
refined mineral oils, 20 per cent. ; refined copper, 36 per cent. ; industrial 
machinery, 13 per cent.; agricultural implements and machinery, 25 per 
cent. ; automobiles, 12 per cent. In agriculture the home market failed to 
absorb the crop and animal products of some 60 million acres of crop land 
in the period 1925-1929. This included more than 10 per cent, of the corn 
belt ; about 30 per cent, of the wheat belt ; more than 50 per cent, of the 
cotton belt and large portions of lesser crops like tobacco, rice and fruits. 
By 1934 a substantial portion of this foreign market had been lost, but there 
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was never any widespread sentiment in the United States for its complete 
elimination/ 1 

The action of the Supreme Court in declaring the N.R.A. and the pro- 
duction control provisions of the A.A.A. unconstitutional was, in the 
opinion of many American members, an action of great significance in 
its effect on economic foreign policy in that it ruled out the means for 
effecting the planned control of foreign trade advocated by the self- 
containment school. The price-raising policies of the Administration 
had involved not only production control but the imposition of import 
quotas to protect the home market and, if carried out fully, would 
presumably have meant a progressive shrinking of the volume of inter- 
national trade. They were, in fact, entirely inconsistent with the 
reciprocal trade agreements policy of Secretary Hull, based on a libera- 
lizing of commercial policy, tariff reduction, and the recovery of foreign 
markets through a gradual elimination of excessive government regula- 
tion of foreign trade. Thanks to the reiteration by Secretaries Hull and 
Wallace that the only alternative to foreign trade recovery lies in huge 
expenditure for relief and extensive government intervention in the 
country's economic life, and thanks to the Supreme Court's ruling on 
the constitutionality of such government intervention, it now seems 
likely that the trend towards economic, as distinct from political, isola- 
tion has been checked. As one member pointed out, the sentiment in 
favour of isolation in the United States had always been far stronger in 
the political than in the economic field. With an economy of mass pro- 
duction adjusted to the export of large surpluses and dependent upon 
imports for many of its important raw materials such as rubber, tin, 
and silk, it seems most unlikely that the United States could remain 
permanently aloof from considerations of foreign trade expansion and 
foreign investment. 

Following this preliminary survey, the conference turned to a con- 
sideration of those specific measures in the Recovery Programme which 
have had, intentionally or otherwise, significant international effects, 
namely, dollar devaluation, the silver purchase programme, foreign 
trade policy, naval construction, and the granting of Philippine indepen- 
dence. 

AMERICAN MONETARY POLICY 

There appeared to be considerable difference of opinion and uncer- 
tainty regarding the precise domestic aims and results of the monetary 
policies initiated by the Roosevelt Administration. The following 

1 W. W. Lockwood, Jr., Foreign Trade Policy of the United States, American Council, 
1936, p. 11. 
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extracts from a paper submitted by the Canadian Institute of Interna- 
tional Affairs state the principal features and general effects, as they 
were assumed for the discussion of their international significance : 

'The primary object of the monetary policies was to restore pre-depression 
relationships between the price levels of important classes of goods, as well as 
to raise prices in general to pre-depression levels. To this end the following 
monetary means were adopted. (1) Temporary abandonment of the gold 
standard in April 1933, combined with depreciation of the value of the dollar 
on the foreign exchanges. (2) The gold-buying policy of the autumn of 1933. 

(3) The restabilization of the gold value of the dollar on January 31, 1934, at 
$35.00 per fine ounce as compared with the former official price of $20.67. 

(4) The easy money policy of the Federal Reserve System which continued 
actively until the close of 1933 and thereafter passively, based upon the im- 
port of gold. (5) The unbalanced budget and "public works" expenditures. 
(6) The policy of raising the price of silver and increasing the monetary 
reserves of that metal. 

'The effects on the price level of these policies and of the A. A. A. and N.R.A. 
was to bring about a substantial rise in the wholesale price level which has 
carried it back slightly more than half-way to the 1926 level. The restoration 
of the pre-depression relationship between the prices of farm products and 
finished goods has met with considerable success. The effectiveness of the 
A.A.A. was greatly strengthened by the drought of 1934. As compared with 
their relationship in 1926 farm products had become 38 per cent, cheaper 
than finished goods by February 1933. By December 1935 this spread had 
narrowed to 6 per cent. The maintenance of this relationship depends upon 
the continuance of drought, the restriction of output under government con- 
trol or a large-scale recovery of foreign markets. 

The raising of the price of gold by 69 per cent, had profound effects in 
directions other than the raising of prices ; conspicuously in its influence, 
first, upon the foreign exchange rates and the balance of international pay- 
ments and, second, upon the volume of credit in the country. In the two 
years since revaluation the United States has attracted more than $3,000 
million worth of gold (at the present price) from abroad. This, combined with 
the direct increase in the value of the country's existing gold reserves, has laid 
a metallic foundation for the extension of Federal Reserve credit and an 
"easy money" policy of unprecedented proportions. The excess reserves of 
the commercial banks which are members of the Federal Reserve System 
have passed the $3,000 million mark. This plethora of idle funds has un- 
doubtedly been an important force in bringing short-term interest rates to 
exceptionally low levels and supporting the markets for securities of all kinds. 
The most significant feature of the easy money policy has been the support 
which the whole American banking system has been able to give the market 
the past two and a half years by buying more than $5,000 million worth of 
government securities. These purchases have enabled the United States 
government debt to grow from about 20,000 to 30,000 million dollars with 
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a substantial reduction in money rates. Funds have thus been supplied for a 
huge programme of expenditure, the immediate effect of which has been to 
increase the aggregate money incomes in the United States and to a lesser 
extent real incomes. 

' During the past two years the United States had purchased 835 million 
ounces of silver, lifting the world price from 442 cents per fine ounce in May 
1934, to 744 cents per ounce in May 1935. The withdrawal of this market 
support at the end of 1935 led to a sharp decline to 44-8 cents in February 
1936. These purchases were made chiefly under the Silver Purchase Act of 
June 1934 the ultimate objective of which is to maintain one quarter of the 
metallic monetary reserves in the form of silver. In December 1935 the 
U.S. Government's holdings were about 1,550 million ounces, which, valued at 
the official price of $1.39 per ounce, represented 16 per cent, of the total 
monetary stock/ 1 

In a majority of Pacific countries American monetary policy was 
found to have been a negative or only mildly disturbing influence. 
Members from Australia and New Zealand explained that in their 
countries dollar devaluation had had a purely passive effect, since trade 
and foreign borrowing are so largely with Great Britain. For China, 
devaluation was unfortunate in that both cultural investments and 
foreign remittances were reduced in value. For Japan, the effects of 
devaluation were beneficial ; the nation, a debtor to the United States to 
the extent of some 500 million dollars, had its position eased in the pay- 
ment of interest and sinking fund. 

For two Pacific countries, however, the effects of American monetary 
policy were positive and far-reaching, and the experience of these two 
countries was discussed at length as providing strikingly contrasting 
illustrations of economic interdependence. 

Effect on Canada. 

In Canada, devaluation, like other price-raising policies of the New 
Deal, had extremely favourable results. As one Canadian monetary 
expert put it : * Of all countries in the world, not excluding the United 
States, Canada profited most from the New Deal.' The effects of 
American devaluation on Canadian trade and production were de- 
scribed as follows : 

* In order to appreciate the importance to Canada of substantial changes in 
her trade either with Great Britain or with the United States, it should be 
remembered that more than 75 per cent, of all Canadian trade is done with 
those two countries. The effects of recent American monetary policy on 
Canadian trade are best understood in the light of the underlying changes 

1 J. D. Gibson and A. F. W. Plumptre, The Effects on Canada of the Recent Monetary 
Policy of the U.S.A., Canadian Institute of International Affairs, 1936, pp. 3-8. 
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which seem to be taking place in Canada's international commercial relation- 
ships. For the period 1907-1913 about 60 per cent, of Canada's export trade 
and 23 per cent, of her import trade was with the United Kingdom ; whereas 
37 and 62 per cent, respectively was with the United States. In the period 
1922-1929 this situation changed substantially. Then 36 per cent, of the 
export trade and 17 per cent, of the import trade was with the United King- 
dom and 38 and 67 per cent, was with the United States. The chief factors in 
the post-war shift of trade away from the United Kingdom had been the 
relative prosperity of the United States compared with the stagnation which 
prevailed in Great Britain and the growing importance of other markets for 
Canadian exports, both in Europe and in the British Empire. 

'The post-war trend toward closer commercial relationships with the 
United States was rudely reversed in the earlier part of the depression. The 
proportion of Canadian trade with the United States declined sharply while 
that with Great Britain increased. Subsequent to 1933, Canadian exports to 
both Great Britain and the United States have increased substantially, with 
a consequent recovery of national income and increased production. The 
most important single factor in this recovery has been the re-alignment of 
foreign exchanges resulting from American devaluation. Since Great Britain 
went off gold in 1931, the Canadian dollar has tended to move roughly mid- 
way between the pound sterling and the American dollar. Prior to American 
devaluation, therefore, Canadian currency appreciated in terms of sterling 
almost as much as it depreciated in terms of U.S. dollars. Canadian exporters 
were thus at a disadvantage in the British market, but owing to the sharp 
decline in American purchasing power and the stiffening of American tariffs, 
they were unable to gain compensating advantages in the American market. 
With dollar devaluation this position was completely reversed. The Canadian 
dollar depreciated in terms of sterling and appreciated in terms of U.S. 
dollars. This greatly facilitated the movement of Canadian exports to 
Great Britain, while internal recovery in the United States and the effects 
of the A.A.A. and the drought stimulated American purchases of Canadian 
goods, particularly wheat and cattle. 

' In addition to this beneficial effect upon Canadian export trade, American 
gold policy has caused a boom of substantial proportions in the Canadian gold 
industry. 

'To appreciate the full importance of this stimulus to Canadian export 
trade, it must be remembered that the size of the national income in Canada 
is closely linked with that of the export trade. It has been estimated that an 
annual change in the value of exports of, say, $100 million will be accom- 
panied by, or followed by, a movement of national income in the same 
direction, which is not likely to be less than $200 million nor more than $450 
million. 

'With regard to Canadian import trade, there has been a marked rise in 
imports from the United States during 1934 and 1935. This may be explained 
as due to the improvement of the American competitive position as a result 
of devaluation, but perhaps a more important factor has been the increased 
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demand in Canada for a wide variety of American products as a result of the 
increased national income and the improved position of the mining and manu- 
facturing industries. 

'The trade of the United States, and thus the American exchange rate 
policy, affects Canada indirectly as well as directly, in as much as the two 
countries compete in a number of foreign markets. It might have been 
expected that American devaluation would have given the U.S. a competitive 
advantage over Canada, but fortunately for Canada other factors intervened. 
It was apparently the case that in a number of the more important commodi- 
ties in which Canada competed with the U.S. in foreign markets, American 
costs were raised sufficiently to offset much of the advantage gamed by depre- 
ciation. Though it is impossible to dissociate the effects of the new exchange 
position from those of the Ottawa Agreements, it seems probable that the 
former was of primary importance in the revival of Canadian foreign trade. 

' These benefits to the whole Canadian economy proved of substantial value 
in their effects on public finance and the capital market. The increased 
revenues, and the removal of the "exchange premium" on American funds, 
eased the burden of debt payments abroad. Canada has also received the 
full benefit of the rising security prices based on the cheap money policy of 
the U.S. and the Canadian bond market has found further support from 
American investors who regarded the future of American currency with some 
apprehension. Interest rates in Canada have also come down, largely due to 
the prevalence and persistence of low rates in New York. This has been of 
great benefit to all Canadian public bodies, in particular to the Dominion 
Government, because of its large refunding operations and the reduced cost 
of new borrowing.' 1 

Effects on China. 

In sharp contrast to this record of the beneficial results of American 
devaluation is the history of the international effects of another feature 
of American monetary policy the silver purchase programme. This 
was, naturally, a boon to all silver producers and silver speculators, but 
by far its most significant result was its disastrous impact upon an 
already depressed Chinese economy. A Chinese member who had served 
as chairman of a committee appointed by the Ministry of Industry to 
make a study of silver values and commodity prices described the effects 
of the American silver purchase programme as follows : 

* It is an exaggeration to ascribe the economic depression in China as if it 
were entirely due to the silver situation. It is nearer the truth to say that the 
American silver policy accentuated the Chinese depression and brought the 
crisis to a head. Thanks to depreciation of silver in terms of other currencies, 
China was sheltered from the effects of the world economic depression until 
the latter part of 1931 . The abandonment of the gold standard, first by Great 

1 J. D. Gibson and A. F. W. Plumptre, op. cU. 
C 
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Britain and Japan and later by America, brought about the appreciation 
of the Chinese dollar in terms of the currencies of the three countries most 
important in her foreign trade. Internal prices declined sharply . . . the 
Shanghai wholesale price index registering a decline of 11-3 per cent, in 1932 
and 7-7 per cent, in 1933. Depression was thus already under way when 
America launched its silver purchase policy. This policy, by still further 
enhancing the value of the Chinese dollar, accentuated the decline in com- 
modity prices and the decline in national income. Trade and industry stag- 
nated, and it should be noted that it is the state of business conditions in 
China, rather than the exchange rate between Chinese and foreign currencies, 
that most affects Chinese imports. As foreign trade declined, Government 
revenues fell off; farm prices and land values collapsed; loans were frozen; 
banks failed and currency and credit were contracted. 

*In addition to the sharp drop in commodity prices, the American silver 
policy, because of the artificial appreciation of the value of silver in foreign 
markets, caused a disparity to develop between the London price of silver and 
the Chinese exchange rates. In spite of the imposition of the equalization 
charges, this disparity was as much as 14-5 per cent, at the end of 1935. The 
export and more especially the smuggling of silver became a very profitable 
undertaking and it is estimated that in 1934 and 1935 no less than 570 million 
yuan 1 worth of silver was drained from the country. This drain intensified 
deflation and on November 3, 1935, China was forced to abandon the silver 
standard and to adopt a managed currency. 

'Since the currency reform the effect of changes in the price of silver is 
more indirect but none the less important in that the reserves against Chinese 
note issue are still silver and consequently any drastic change in silver prices 
will immediately affect the value of these reserves. Stability in silver prices 
is China's urgent need. Currency stability and general confidence in the 
value of silver as a commodity are essential if economic and social recon- 
struction are to continue.' 

The effect of American silver policy on British financial interests in 
the Far East was, in the opinion of the British members, twofold. In the 
first place, the dislocation of Chinese economy seriously affected British 
export trade to China and made it increasingly difficult for China to 
meet her obligations with respect to certain British railway loans. From 
the political, as distinct from the economic, point of view the effects 
were perhaps even more important. The general instability of Chinese 
Government finance had caused the British Government to send Sir 
Frederick Leith-Ross to China to make a report on the situation to the 
British Treasury. While Sir Frederick was in no sense responsible for 
China's currency reform, that measure occurred during his visit and 
was consonant with his views. This combination of circumstances had 

1 The yuan, or Chinese standard dollar, has had an average exchange value of about 
. or 30 cents United States currency during 1936. 
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unfortunate effects upon Japanese opinion. Japan's subsequent policy 
in North China, was, in their view, very considerably affected by the 
manner in which the currency reforms had been brought about. Under 
present conditions they felt it was unlikely that British banks in China 
would again occupy the position of prominence which they had here- 
tofore enjoyed. 

As offsetting these effects it might be noted that the London money 
market, chief channel for the huge flow of silver from the East to the 
United States, reaped substantial speculative profits and handling 
commissions, and that the sterling balances created by Eastern silver 
sales aided British exports to the Orient. 

A further problem created by the American silver policy was that of 
the future of the Chinese dollar. Would it be linked to some foreign 
currency, either the United States dollar, the pound sterling, or the 
yen ? A British member pointed out that the United States and Great 
Britain are competitors in the China market for the sale of machinery 
and other capital goods and that the balance as between the dollar and 
the pound would affect this competition. In his opinion, the purchase 
by the United States Treasury of Chinese silver to an unspecified 
amount and the use of the proceeds to establish an exchange control 
fund in New York might prove the first step towards linking the 
Chinese currency to the American. One Chinese member insisted that 
China's currency reform was done at her own volition and that there is 
and will be no tie with any one foreign currency. Another stated that 
while at the present time there was no linking of China's currency with 
any foreign currency, it would in future be necessary to attach the 
Chinese monetary system to something. In his view, the country chosen 
should be that which had the greatest number of international banking 
and exchange facilities. At present Great Britain and the United 
States were about on a par in this respect. The country chosen should 
also be essentially a creditor nation. The third factor would be the 
stability of the monetary system. It should be a country having a 
balanced budget and not trying to spend its way into prosperity and not 
expending great sums on armaments. Where he expected to discover 
this paragon among nations he did not divulge. 

Though American monetary policy has had important international 
repercussions, it was agreed that these had been unintentional and that 
its aims were entirely, and in the opinion of some, selfishly nationalistic. 
The likelihood of American participation in an agreement for currency 
stabilization was not discussed at length, though the view was expressed 
that such participation was unlikely unless the gold-bloc countries were 
willing to bring their currencies into line with the dollar and the pound 
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sterling, and to accompany such devaluation with some moderation 
of trade restrictions. In such an event, many members felt that the 
Administration might consider it desirable to co-operate in some stabi- 
lizing agreement 1 which would aid in developing its programme for 
the expansion of international trade. At this point in the discussions, 
members turned to a consideration of American foreign trade policy 
under the Roosevelt Administration. 

AMERICAN FOREIGN TRADE POLICY 

The most outstanding part of this policy was generally agreed to be 
the reciprocal trade agreements programme. This was felt to be the 
most important, if not the only, aspect of the Recovery Programme 
which took into consideration international as well as national condi- 
tions and objectives. Members from other countries expressed the view 
that the United States Government by this policy has given convincing 
proof of its conviction that domestic economic recovery cannot be 
achieved by a programme entirely national in scope, and that the 
recovery of foreign markets is of vital importance to American economy. 
They were, however, unable to reconcile this programme with an agri- 
cultural policy of extensive farm subsidies and crop curtailment, accom- 
panied by legislation providing for import quotas. American members 
explained that the leaders of the farm programme have constantly urged 
the revival of foreign trade as the best alternative to the emergency 
programme of production control, and that the action of the Supreme 
Court on the A.A.A. makes it unlikely that the Government could ever 
develop a programme for the effective readjustment of American 
agricultural production on a more self-contained basis. On this point, 
one American member who had long been associated with the leaders of 
the Government's agricultural programme made the following state- 
ment: 

"The international implications of the agricultural programme were more 
fully considered than was the case of many other government measures. It 
was accepted that the restriction of production would for the time being 
restrict our export of the products concerned ; but it was considered that this 
was essential in order to meet a changed situation in which foreign countries 
were less able and willing to buy these products. In no sense and in no case 
was permanent abandonment of the foreign market contemplated. In the 
case of wheat, moreover, the United States sought and got an international 
wheat agreement for the regulation of the flow of exports and for the re- 
adjustment of the world wheat supply to the world wheat requirements. High 

1 At the time of the French Government's decision to devalue the franc, the American 
Treasury announced its participation in a three-cornered agreement with France and the 
United Kingdom for preventing major fluctuations in the exchanges. 



THE UNITED STATES 21 

hopes were entertained for this and other potential agreements and it was a 
great disappointment to the administration when it broke down before the 
end of the first year. Export subsidies had been urged for years as a means of 
aiding farmers, but the international implications of such subsidies were con- 
sidered objectionable and the utmost Secretary Wallace permitted to be done 
in this direction was an export subsidy scheme in 1933-34 under which 28 
million bushels of wheat were exported from the Pacific Northwest, nearly 
half of it to China, under a loan to the Chinese Government. In April 1936 this 
policy of export subsidies was renewed but limited to flour from three Pacific 
Northwest states to the Philippines. In August 1935 Congress adopted an 
amendment to the A.A.A. providing for more extensive resort to export 
subsidies. In January 1936 President Roosevelt recommended the repeal of 
this section. When Congress did not repeal it but strengthened it instead, the 
Administration made no objection ; but the extent to which export subsidies 
have been resorted to has been exceedingly limited.' 

Discussion of the effects of the A.A.A. on American exports and on 
the exports of those countries which compete with the United States 
in supplying world markets revealed that its effect had in general been 
very limited. The restriction of production accomplished by the A.A.A. 
in wheat was not, in the opinion of an American agricultural expert, 
enough to account for any considerable change in the United States 
export and import position. It was the drought which changed the 
country from an exporter to an importer of wheat, and much the same is 
true of corn, barley, and oats. Exports of raw cotton were, however, 
markedly affected by the A.A.A., due to the restrictions on crops in 
1933, 1934, and 1935 and the policy of lending to cotton growers at 
prices above the market price. Reduction of crops for the whole period 
may be put at as much as five or six million bales. The increased price 
of American cotton was also responsible for the loss of international 
markets and may be thus considered detrimental to the cotton growers 
in the long run. 

The extent to which production control will be continued under the 
Soil Conservation and Domestic Allotment Act or through some other 
governmental measure appeared uncertain. American members felt that 
considerable popular sentiment had been developed against 'scarcity 
economies' and government regulation, but that there was no proof 
of a correspondingly widespread sentiment in favour of substantial 
tariff reductions to expand foreign trade and regain for the American 
exporter a foreign market for his surplus production. The reciprocal 
trade agreements programme is, however, an important move in the 
direction of a more liberal tariff policy, and is thus of primary importance 
in the analysis of the United States' present and future trade relations 
with the rest of the world. 
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A statement of the background, the development, and the possible 
future significance of the trade agreements programme was made avail- 
able to the conference in a data paper presented by the American 
Council. In the writers' view the trade agreements programme, both in 
its objectives and its procedures, 

'constitutes a radical departure from American tariff policy in pre-depression 
years. Within the limits imposed by continuing world depression and the 
need for emergency measures at home, the United States Government has 
thrown its influence in the direction of reducing trade barriers and reviving 
equality of treatment. The success of this programme, more than many New 
Deal policies of a more strictly emergency character, measures the relative 
political power of groups seeking to maximize and to minimize international 
economic ties. It also differs significantly from other aspects of the New Deal 
in that it seeks to diminish rather than increase the amount of government 
intervention in economic life, and to restore in greater degree the self-adjust- 
ing mechanism of the free market.* 1 

Members from other countries pointed out that the agreements thus 
far concluded did not represent any very substantial reduction in 
American tariff rates, but American members urged that they were 
an important move in the direction of restoring equality of treatment 
as opposed to preference and exclusion, inasmuch as the 'duties and 
restrictions embodied in agreements were to apply to imports of like 
articles from all countries ; provided that the President might suspend 
their application to any country which discriminated against American 
commerce or followed other practices tending to defeat the purpose of the 
act '. a They also explained that there had been those in the Administra- 
tion who favoured preferential bargaining, based on the principles of 
bilateral trade balancing and the conditional most-favoured-nation 
clause, but that Secretary Hull had insisted that this would inevitably lead 
to discrimination, retaliation, tariff instability, spreading state control, 
and the constriction of trade. In this connexion it was noted that for the 
United States triangular trade is of the utmost importance and that 
bilateralism would involve serious consequences. 

'The United States buys heavily of raw materials and tropical foodstuffs 
in Northern Latin America and Asia. At the same time it has a heavy export 
balance of trade with Europe, on the one hand, and with a second group of 
countries, roughly the British Dominions and Argentina, on the other. To 
maintain American exports under conditions of bilateralism would call for 
enormously expanded imports of competitive European manufactures and of 
competitive raw materials from other primary producers abroad/ 3 

The principle of equal treatment therefore appeared to Secretary Hull 

1 Lockwood, op. cit., p. 5. * Ibid., p. 24. * Ibid., pp. 27-8. 
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as the best suited to the United States, and the hope of the Administra- 
tion is that it will come to be adopted by other countries with a resultant 
decrease in the multitude of trade controls which have developed as a 
part of the world-wide trend towards economic nationalism. 

Doubt was expressed whether this principle of equality could in 
practice be reconciled with the apparently bilateral character of the 
trade agreements programme. American members stated that in order 
to achieve any form of tariff reduction in the face of the traditional 
hostility of numerous vocal groups in the United States, evidence had 
to be given of a definite quid pro quo a balance of an export advantage 
over what was regarded in many quarters as a direct threat to the home 
market by the inflow of foreign goods. Members of Congress from both 
major parties support protective tariffs which affect their particular 
constituencies, while the majority opinion in the United States still 
appears convinced of the dangerous character of imports and sees no 
need for adjusting important tariffs or the international balance of pay- 
ments to accord with the country's position as a creditor nation. The 
case for tariff bargaining was explained as follows : 

' In view of the general attitude of the American public on the tariff ques- 
tion, the advantages of reciprocal tariff bargaining as a means of levelling 
trade barriers as against unilateral reduction of tariffs was obvious. It 
secured double reductions of tariffs and other restrictions, i.e. foreign as well 
as American, and it enlisted the support of American exporters for the piece- 
meal reduction of the American tariff by tying in this reduction with trade 
concessions abroad. . . . 

'To combine some form of reciprocal bargaining with the retention of the 
principle of equality of treatment presented a difficult problem. If conces- 
sions granted to one country had to be generalized freely to all countries, 
would this not nullify the benefits of the concession and destroy the chief 
incentive to the negotiation of agreements ? The solution to this problem has 
been sought in the principle of the ' ' chief supplier". A special effort has been 
made to single out for favoured treatment those articles of which the negotiating 
country is the principal supplier. Even though such a concession is then general- 
ized it redounds to the primary advantage of the negotiating country. A 
study was made of dutiable imports in the United States from 29 countries 
which furnished over 90 per cent, of total dutiable imports in 1931. It was 
found that taking for each country only those articles in which it was the 
leading source of imports to the United States, the value was $480 million or 
71 per cent, of the value of total dutiable imports from 29 countries. So con- 
cessions restricted in this way can still cover a large share of the import 
trade.' 1 

The United States has thus far concluded fourteen reciprocal trade 

1 Lockwood, op. cit., pp. 29-31. 
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agreements, of which the one with Canada is the most important. Of the 
remainder, five are with West Indian and Central American Republics 
(Cuba, Haiti, Honduras, Nicaragua, Guatemala); two with South 
American countries (Colombia, Brazil) ; and six with European countries 
(Belgium, Sweden, the Netherlands, Switzerland, France, Finland). 
Taken together these countries furnished 38*4 per cent, of American 
imports in 1926-30 and 42-2 per cent, in 1935. Of total American 
exports they took 36-7 per cent, and 345 per cent, respectively in the 
two periods. 

These countries may be divided into two groups those whose exports 
to the United States are predominantly foodstuffs and raw materials, 
and those whose exports consist chiefly of manufactured specialities. In 
the agreements with countries of the first group, such as Canada and 
Brazil, the concessions secured by the United States consist, namely, in 
the reduction of customs duties on agricultural products and American 
manufactures. Inasmuch as American imports from those countries are 
largely duty-free raw materials and foodstuffs, concessions granted by 
the United States frequently take the form of ' binding ' these articles 
on the free list. In the case of the Canadian agreement the United States 
bound on the free list articles accounting for 44 per cent, of total imports 
from Canada in 1929, and reduced the duties on another 16 per cent., 
the latter consisting of articles of which Canada is overwhelmingly the 
chief supplier. In return Canada agreed to duty reductions on articles 
representing one-third of dutiable imports in the year 1929-30; most- 
favoured-nation treatment on all other articles ; a change in the duty 
valuation system and benefits to travellers and transit trade. 1 

Both Canadian and American members felt that the trade agreement 
was of such recent date that it was difficult to assess its results as yet. 
Moreover, other factors, such as the contagious nature of the psycho- 
logical aspects of recovery in the United States, and the drought in the 
American middle-west which led to increased imports of cattle from 
Canada, have made it difficult to decide the extent to which the trade 
agreement has affected trade between the two countries. A Canadian 
member stated that the lower duties granted to American textiles, 
furniture, and other manufactured products had aroused some com- 
plaints from Canadian manufacturers, but that in his view the most 
important Canadian concession was the stipulation permitting Cana- 
dians returning from the United States to bring in with them $100 
worth of goods free of duty. This was the first time that Canadian retail 
merchants had been subjected to direct competition from American 

1 See H. A. Innis and M. W. Jacobaon, Agriculture and American Trade, Canadian 
Institute, 1936, pp. 7-15. 
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retailers. Another Canadian member added that while there had been 
opposition to the treaty from certain Canadian business interests, the 
Canadian people as a whole felt that the treaty would bring mutually 
beneficial results. Canadian exports to the United States had increased 
from $130 million to $158 million for the six months of 1936 as com- 
pared with 1935, and Canadian imports from the United States had 
increased from $158 million to $182 million. Though the list of con- 
cessions was not very impressive, the treaty held out considerable possi- 
bilities for the future. The granting of most-favoured-nation treatment 
was important inasmuch as American goods had formerly always paid 
the highest Canadian duties. The importance of foreign trade in the 
Canadian economy had already been stressed in connexion with the 
statement on the effects of American monetary policy on Canada. 
Obviously any further measure which tended to facilitate Canadian- 
American trade would be of similar value. 

From the American point of view the Canadian trade agreement was 
viewed with favour by American manufacturers and the public in 
general, but it had aroused strong opposition from Maine potato 
farmers, Vermont maple-sugar producers, Wisconsin dairy interests, 
western cattlemen, and the lumber interests of the North-west. This 
opposition had naturally been emphasized in the course of the presiden- 
tial campaign in the United States. 

From the point of view of the United States' Pacific trade relations 
there are several important omissions from the list of trade agreements 
already concluded or under way. Conspicuously absent is the greater 
part of the British Empire, Japan, and China. In regard to Australia 
and New Zealand the prospects of trade agreements between them and 
the United States were considered to be remote. New Zealand's primary 
exports are of a kind which are not likely to be welcomed in the United 
States so long as the programme for agricultural readjustment con- 
tinues. Trade relations between the United States and Australia 
received a severe set-back in May 1936 when the Australian Government 
adopted a system of import licences and a severe increase in import 
duties having as one of its purposes the diversion of Australian trade 
to the United Kingdom and to 'good customer nations'. The United 
States, with a heavily favourable export balance of trade with Australia, 
was one of the countries most directly affected. The American Govern- 
ment immediately retaliated by announcing that under the provisions 
of the Trade Agreement Act Australian goods would be denied the 
benefits of any duty reductions proclaimed in trade agreements with 
other countries. Australia and Germany are the two countries from 
which the trade agreement concessions have been withheld, in both 
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cases because of discrimination against American goods and the refusal 
of the United States Government to agree to some form of bilateral 
trade balancing arrangement. 

For the United States, however, the issues of greater importance are 
the future of its trade relations with Japan and with China. The 
traditional aim of American commercial policy in the Far East has been 
equality of opportunity for American trade and investment. In recent 
years there has been a growing belief in certain quarters that American 
policy is largely ineffectual in achieving this aim, and that the political 
and economic expansion of Japan constitutes a menace to the exten- 
sion of economic opportunity for American capital and American goods, 
particularly on the continent of Asia, which is still widely conceived, 
rightly or wrongly, to be the great potential market of the future. 
Though certain groups strongly advocate that the United States 
should abandon its commercial interests in this area, there is little 
evidence that such a solution would receive widespread support. The 
immediate issue, therefore, concerns the limits to which the country 
will go in identifying its security and prosperity with economic expan- 
sion abroad and the policy to be adopted in pursuit of this end. 

Viewed in this light, the question of trade and trade rivalry 1 between 
the United States and Japan assumes far-reaching significance, for the 
future policy of the United States towards both China and Japan may 
be substantially influenced by the real or imagined threat to American 
economic interests inherent in Japan's present policy. 

Japanese Trade Competition. 

There was little tendency in the discussions to dispute the facts regard- 
ing Japanese- American trade relations. The interpretation of these 
facts, however, revealed sharp differences in viewpoint. The Japanese 
urged that American-Japanese trade, both direct and in third markets, 
is very largely non-competitive and that Japan at present cannot be 
said to offer a serious threat to American industry, either in the domestic 
or export markets. On the contrary, Japan is an important customer for 
the United States, by far the most important of all the countries of the 
Far East. In 1935 Japan took 57 per cent, of the total American 
exports to southern and eastern Asia and supplied 26 per cent, of total 
American imports from that area. In the words of one Japanese 
member: 

'In 1935 we exported to the United States goods worth $160 million and 
imported goods worth $267 million, which was 30 per cent, of our total im- 

1 The facts of American-Japanese trade competition are set forth in detail in W. W. 
Lockwood, Jr., Trade and Trade Rivalry between the United States and Japan, American 
Council, 1936 ; printed below as Document I, p. 21 1 et aeq. 
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ports. Silk comprises 60 per cent, of our total exports to the United States 
and cotton 40 per cent, of total imports. Since the main feature of this trade 
is the exchange of silk and cotton, there is no occasion for competition of 
any importance. The importation of Japanese cotton goods into the United 
States in 1935, to the value of only $2 million, was the occasion of an increase 
in the United States tariff of 40 per cent. As to conflicts of interests in other 
countries: In 1931 Japan exported $3 million worth of goods to Central 
America and in 1935 $11 million. In 1931 Japanese exports to South America 
were valued at $3 million and in 1935 at $22 million. American exports to 
Latin America, which were eleven times the value of Japanese shipments in 
1934, increased 17 per cent, in 1935 whereas Japanese exports increased by 
only 44 per cent/ 

With regard to competition in other world markets, it was pointed 
out that the bulk of the American export trade is with Canada and 
Europe, areas in which Japan is relatively unimportant. It is in Asia, 
and especially in China and the Philippines, that Japanese manufactures 
offer the keenest competition to American goods. The sum total of 
Japan's share in Philippine import trade, though increasing, does not 
yet bulk large. Nor has its increase served to reduce perceptibly the 
dominance of duty-free imports from the United States. In 1935 the 
United States supplied 63-6 per cent, of Philippine imports as contrasted 
with 14-2 per cent, from Japan. The future of Philippine trade will 
depend, of course, upon the commercial policy adopted by the Common- 
wealth Government after the trade conference with the United States. 
An alteration in the tariff schedule to give Japan a further advantage in 
the hope of gaining a share in the Japanese market does not seem prob- 
able in the near future, as the Commonwealth Government does not 
possess unrestricted authority over its tariffs and is also under the neces- 
sity of retaining as large a share of the American market for Philippine 
exports as possible. 

It is in regard to China that Japan's policy of economic expansion has 
evoked the most widespread apprehension in the United States. This is 
a fact which, viewed solely from the point of view of economics, proved 
difficult to justify or explain. In contrast to Japan, China is vastly less 
important in present American trade. About 42 per cent, of American 
Far Eastern trade is carried on with Japan only 18 per cent, with 
China. In 1926-30 China took only 2-8 per cent, of United States 
exports; in 1934, 3-8 per cent. ; and in 1935 2-3 per cent. The China 
market has never been anything but insignificant by comparison with 
the total output of American industry and agriculture, whereas Japan 
is now the third best foreign customer of the United States, exceeded 
only by Canada and Great Britain. As the Japanese were eager to point 
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out, the experience of the last fifty years has taught that the commercial 
importance of a country is determined not only by its area, its resources, 
and its population, but also by its political stability, its degree of econo- 
mic development, its form of economic organization, and the produc- 
tivity and purchasing power of its people. China, despite her vast popu- 
lation and resources, accounted for only 26 per cent, of the world's 
import trade in 1934. Her per capita imports at their peak in 1920 in 
terms of pre-devaluation American dollars were a little over $2-00. In 
1934 they were $0-47. 

Other factors in the United States trade with China were, first, that a 
considerable portion of that trade is in commodities with which Japan 
does not compete, e.g. kerosene, raw cotton, leaf tobacco, and wheat 
and flour. Second, that in other lines of manufactures where Japanese 
competition is felt, e.g. machinery, rubber goods, electrical equipment, 
&c., Great Britain, Germany, and other European countries are often 
more important rivals in the China market than is Japan. 

The discussions made it clear that the hostile attitude towards 
Japanese trade expansion to be found in certain quarters in the United 
States can be more effectively justified by considerations of the larger 
issues involved. Certain American members pointed out that the rapid 
extension of Japan's political hegemony on the continent of Asia 
involves the probability that China's future industrial development and 
its foreign trade relations will be dictated by Japan. Whether or not this 
will redound to the detriment of other foreign Powers who wish to trade 
with China depends, of course, on the policy which Japan pursues. 
There is strong evidence to indicate that Japan will attempt to build an 
economic bloc in which the natural resources of China will be exploited 
for the benefit of Japanese industry and the Chinese tariff will be regu- 
lated to the advantage of Japanese exports, thus preventing the Chinese 
people from achieving an industrial development designed to meet their 
internal needs and leaving them in the instability of a colonial economy 
with little likelihood that the purchasing power and standard of living 
of the people would be raised. A Chinese member urged that, if the 
China market is ever to develop the great potentialities which have been 
traditionally accorded it, the key problem is the emancipation of Chinese 
economy from the domination of foreign economic interests, especially 
from that of Japan. If there is no economic independence in China, 
there can be no possibility of healthy industrialization or full develop- 
ment of Chinese productivity and purchasing power. 

To the Japanese argument that American trade policy should con- 
sider actual facts, not hypothetical conditions which might never 
materialize, an American member stated that, in his opinion, expecta- 
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tions regarding the China market were not as great in the United States 
as formerly. He felt, however, that the Open Door policy of commercial 
quality was too closely linked with the policy of respect for China's 
territorial and administrative integrity, which the United States is 
pledged by treaty to support, for Japan to expect the United States 
ever to formulate its foreign trade policy in the Far East in such a way 
as to give tacit approval to the present course of Japanese expansion. 

In the light of the foregoing survey, the failure of the United States to 
negotiate a trade agreement with Japan is easily explained. Protests 
against the rapid increase of Japanese imports in a few competitive lines 
have, in fact, been used by the industries affected to rally opposition 
to the trade agreements programme as a whole. The Administration 
has attempted to minimize the hue and cry over Japanese competi- 
tion and has negotiated certain informal agreements to preserve 
American markets from threatened invasion by Japan. It has been 
forced by political necessity, however, to tighten restrictions on a num- 
ber of Japanese imports, in contrast to its general policy of reciprocal 
reductions elsewhere. 

Trade negotiations between the United States and Japan have thus 
far been confined to the control of individual items imported from 
Japan. As Japanese have pointed out, only a very small proportion of 
the total Japanese imports to the United States offer substantial com- 
petition to American manufacturers, and the articles which have become 
subjects of negotiation and agreement are chiefly 'sundries' such as 
cotton rugs, pencils, matches, potteries, tuna fish, &c. Despite their 
relatively small absolute value, the rapid increase in these import items 
has been accorded wide and unfavourable publicity by those American 
business interests which felt themselves subject to unfair competition. 
The adjustments made by the two countries have involved not only 
increased protective tariffs by the United States, but also the develop- 
ment of a system of voluntary export control by Japan. Examples of the 
various forms of trade control adopted by Japan, either through agree- 
ment with the United States or voluntarily, are described in a Japanese 
data paper as follows: 

Pencils. 

'The United States Tariff Commission reported to the Government that 
they considered it necessary to levy a further duty of considerably higher 
rate on the Japanese pencils imported into the United States. The Japanese 
Government, however, requested that the proposed tariff increase should not 
be effected as they would undertake to restrict the quantity of pencils to be 
exported to the United States on their own responsibility. Their negotiation 
was successful. In April 1934, an unofficial gentleman's agreement was 
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reached by the two Governments, under which Japan contracted to limit 
exports of pencils to America within 125,000 gross per year, 25,000 gross per 
month, and 45,000 gross per three months. The agreement was put hi force 
on May 1, 1934. The following is an outline of the control scheme of pencil- 
export and production practised in Japan. 

* Control of pencil-production : (a) The Japan Federation of Manufacturers' 
Associations of Pencils for Exportation has the power, under governmental 
supervision, to fix a maximum quantity of production of pencils for exporta- 
tion to the United States. (6) A control-certificate issued by the Federation 
shall be attached to every package of pencils manufactured by members of 
the associations for exportation to the United States, (c) Members of the 
associations shall not sell pencils for exportation to the United States without 
the above certificate, (d) Members of the associations shall limit the sales of 
pencils for exportation to the United States exclusively to members of the 
Exporters' Association of Pencils for the United States. 

'Control of pencil-export: (a) The Exporters' Association of Pencils for the 
U.S.A. shall be established to which every exporter of pencils for the United 
States shall belong. (6) As regards the pencils which are shipped to the 
United States, a control-certificate issued by the Japanese Federation of 
Manufacturers' Associations of Pencils for Exportation shall be attached to 
every package of such pencils ; no pencils without such certificate shall be 
exported to the United States, (c) As regards the pencils exported after April 
1, 1934, a written export-approval by the said Federation, together with 
invoice and export declaration, shall be presented to the Customs Office. 
(d) After April 1, 1934, a definite quota for the exportation to the United 
States shall be agreed upon among members of the Exporters' Association. 
Japan proposed some alterations, but the agreement was renewed from May 
1, 1935, without any important alterations, as Japan's proposal was not pre- 
sented sufficiently in advance to allow thorough discussions. 

Cotton piece-goods. 

'As imports of Japanese cotton piece-goods gave rise to a wide-spread out- 
cry against Japanese competition by cotton manufacturers in the United 
States, both Japanese importers in New York and the manufacturers and 
exporters in Japan agreed that something must be done to remedy the 
situation. Accordingly, in April 1935, an Exporters 1 Association of Cotton 
Tissues for the United States was organized with a view to undertaking a 
voluntary control of the export quantity and price. On the part of the United 
States, the Cabinet Committee on Cotton Textiles drafted a report after four 
months' study, and the President introduced this report before the Congress 
in August 1935. One of the recommendations put forward therein was an 
attempt to adjust the trade relations between the two countries without 
resorting to a tariff action. In due course, the American Government pro- 
posed a scheme to limit imports of Japanese cotton piece-goods. But, as a 
result of governmental negotiations, it has been agreed that the manufacturers 
in Japan should undertake to control the exportation of the goods on a 
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voluntary basis. It seems that the manufacturers in the United States, too, 
are satisfied with this arrangement, expecting to see an agreement on con- 
crete figures be reached in due course. 

Canned and frozen tuna fish. 

'In January 1934, the American Government raised the duty on canned 
tuna fish to 50 per cent, ad valorem and further threatened to prohibit its 
importation altogether. In order to meet the situation, a voluntary quota- 
plan was attempted in Japan and, at the same time, the representatives of 
both the canned and frozen tuna fish industrialists were sent to the United 
States with a view to working out a compromise with the American interests. 
They met the Californian canning industrialists at San Pedro on March 6 and 
after. At first the American representatives proposed 7,000 tons and 3,000 
tons as import quotas of canned and frozen tuna fish respectively, but, as 
opinion within the Japanese delegation itself was divided, later they proposed 
another set of figures: canned fish, 5,000 tons, and frozen fish, 5,000 tons, 
with the same total of 10,000 tons. Replying to this proposal, the Japanese 
side asked for 6,500 tons (325,000 boxes) and 3,500 tons (250,000 boxes) for 
canned and frozen fish respectively, and also proposed that this arrangement 
should be continued for two years. But as soon as the Reciprocal Trade 
Agreement Act was put into effect on June 12, the American attitude became 
noticeably uncompromising, and at the meeting of the delegates held on the 
same day, America rejected the Japanese proposal. Since this breakdown of 
the negotiation, the atmosphere in the United States has become more un- 
favourable than ever; but Japan is keeping up the efforts to appease the 
American feeling by restricting the exports. 

Potteries. 

1 At a public hearing held by the Tariff Commission, the American manu- 
facturers of potteries demanded that import quotas should be applied, on 
the basis of about one half of the imports in 1933 to those items of Japanese 
potteries which were competing with theirs. The Japanese Government 
pointed out, however, that since November 1933, a voluntary export-control 
had been effected by the Japan Federation of Exporters' Associations of 
Potteries. After a series of negotiations, the American Government conceded 
and handed an unofficial memorandum, stating that they would not resort 
to a tariff-increase or quota regulations, but would inform the Japanese 
Government of such steps beforehand, should it be found necessary to adopt 
such in the future. Furthering the export-control, the Japan Federation of 
Exporters' Associations of Potteries in November 1935 put into force a regu- 
lation for the minimum export price of soup-plates for exportation to the 
United States, and also provided for a regulation for export-control of certain 
specific plates for the use of hotels and restaurants in that country. 

Matches. 

1 On the one hand, the United States Tariff Commission decided provi- 
sionally to increase the duty on Japanese matches by 20 per cent, and, on the 
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other, the American manufacturers intimated that this proposed tariff 
action would be avoided, if Japan was willing to limit matches exports 
within 40,000 tons a year and also to raise their price to such a level as would 
not unduly depress the market price in the United States. The Japanese 
manufacturers counter-proposed to fix the export-quota at 60,000 tons or 
3,000,000 gross per year, on the basis of Japan's exports in the year 1933. 
In the meantime, the Ministry of Commerce and Industry, in view of the 
decidedly unfavourable atmosphere among the American manufacturers 
against Japanese matches, promoted the organization of an Exporters' Asso- 
ciation of Matches for the United States in January 1934, and this organiza- 
tion began to control both the quantity and the price of the exports from 
July onward. Finding, however, that the Association had little power against 
outsiders the Ministry on August 7, 1934, ordered that every exporter of 
matches to America, irrespective of whether he was a member of the Associa- 
tion or not, should, under the provision of Article 8 of the Exporters' Associa- 
tion Law, be bound after August 10 by the regulation of the Association as 
regards the general export rule, export quantity, export price, and export 
agency. Further, as it was considered necessary to arrange for an agreement 
with countries like Sweden and the U.S.S.R. which are main suppliers of 
matches to the United States, Japan sponsored a Japan-Sweden-U.S.S.R. 
tripartite parley in New York in November 1934. The three countries agreed 
on a quantity- and price-control. However, America has not shown any signs 
of lowering the high protective tariff on matches.' 1 

As for China, no official explanation has been given for the failure 
to negotiate a trade agreement. Neither the American nor Chinese 
members were able to throw much light on this question, though they 
indicated that the cause undoubtedly lay in the political repercussions 
which such an agreement might involve, in view of the present Far 
Eastern situation. 

General Criticisms of the American Trade Agreements. 

The general principles involved in the American reciprocal trade 
agreements programme were criticized on a number of points. Both 
British and Dutch members expressed the view that the maintenance of 
the most-favoured-nation clause tends to hinder the restoration of 
international trade and particularly multilateral trade because advan- 
tages are immediately available to all other countries, thus lessening 
the inducement to form bilateral or multilateral agreements. The 
Ouchy Convention of 1932 between Belgium and Holland was cited as 
an example of a trade agreement which failed because England sug- 
gested that in any arrangements made she was entitled to most- 
favoured-nation treatment. 

1 Teijiro Uyeda, The Recent Development of Japanese Foreign Trade, Japanese Council, 
1936, pp. 106-10. 
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The way in which the United States has attempted to meet this 
objection was described as follows : 

'Each agreement contains a broad and inclusive statement of the uncon- 
ditional most-favoured-nation principle, worded explicitly to cover not only 
duties and other charges on imports, but also quotas, exchange allotments, 
import permits and government monopoly purchases. The most important ex- 
ception to most-favoured-nation treatment is that of regional tariff relations. 
The agreements with Central American republics contain not only the cus- 
tomary exception in respect to advantages offered by the United States to 
Cuba and the Philippines, but also exemption to tariff arrangements among 
the Central American republics. 1 A similar exception is granted to Czecho- 
slovakia in the case of relations with Austria and Hungary.' 2 

Japanese members called attention to what appeared to them as a con- 
tradiction between the policy of equality of treatment and the actual 
provisions of the bilateral agreements. For example, the United States 
is a large importer of Brazilian coffee. In return for binding coffee on the 
free list the United States can demand from Brazil a reduction in 
Brazilian duties on American manufactured goods. If such a reduction 
also applies to imports from other countries there would be equal treat- 
ment, but if instead of a tariff reduction the United States obtains from 
Brazil a concession in the nature of a quota, the granting of a larger 
quota to the United States means a restriction on the imports of other 
countries. Japanese cotton merchants exporting to South America 
complain that there has been unequal treatment of such a nature. 
Brazil demands that Japan import coffee, but the Japanese are not 
coffee drinkers and thus Japan has little to offer to gain concessions 
from Brazil. 

An American member said that the reciprocal trade agreements in 
general contained the most-favoured-nation clause and that the United 
States neither asked nor offered special concessions. The only exception 
to this was in the case of countries which practised discrimination 
against American goods, e.g. Germany, to which the concessions 
granted in the reciprocal trade agreements did not apply. The fact that 
the United States was willing to grant to all countries the reductions 
provided in the trade agreements did not, however, mean that the other 
countries with whom these agreements were concluded would follow 
this policy. The ultimate success of the American campaign against 
preference and bilateralism depends, of course, on whether the other 

1 In this connexion it should be noted that the United States, in company with 
other members of the Seventh Pan -American Conference in September 1933, went on 
record as favouring the exception from the most-favoured-nation pledge of multilateral 
treaties reducing tariffs and open to all on even terms. 

* Lockwood, op. tit., p. 38. 
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nations will follow its example. In actual practice there has been little 
abatement of the trend to preference and bilateralism in Europe and 
Latin America, though recent developments in Europe would seem to 
represent at least a partial acceptance of the policy of liberating inter- 
national trade. 

Another criticism of the effectiveness of the most-favoured-nation 
principle in expanding trade was made by members who pointed out 
that its force has been greatly weakened by the progressive subdivision 
of customs classifications. Most tariff schedules are now so elaborately 
and minutely subdivided that a reduction on this or that particular 
item may have little meaning for the exporters of similar products. This 
criticism applied especially in cases where the reduction was made with 
a view to benefiting one foreign country in particular, the principle on 
which the American foreign trade agreements programme was based. 
In their view, it was not inequality of treatment so much as the general 
high level of the American tariff which was of most concern to other 
countries. They were inclined to doubt whether the concessions thus 
far granted had done much to alter the general level of American pro- 
tection and felt that, unless the United States agreed to grant more 
substantial concessions than were at present indicated, the trade agree- 
ments policy would lose much of its force in promoting a general scaling 
down of trade barriers in other parts of the world. 

In view of this criticism, the attitude of the American people towards 
tariff reduction and the expansion of international trade was considered 
of the utmost importance. The following estimate of American opinion 
on this question, with which the majority of the American members 
appeared to concur, is suggestive of the lack of any general unanimity 
on the part of American industry or agriculture, and of the difficulties 
under which an American government must labour if it attempts to 
satisfy even a majority of the conflicting special interest groups. 

' Opposition and support for the trade agreements programme within the 
United States has of course followed closely the economic interests of those 
passing judgement upon it. Foreign trade associations ; shipping interests ; 
financial interests ; exporting industries have given it their hearty support. 
Tariff dependent industries have viewed reciprocity with general suspicion and 
hostility. Chambers of Commerce have been cautiously approving. Organized 
labour, in so far as it is vocal on the tariff issue, divides along industrial lines 
according to producer interest. ... In the case of the farmer it is equally 
difficult to generalize. Protectionism is deeply rooted in the farm belt, save 
for the Democratic South. For generations the western farmer accepted the 
home market argument of the manufacturer wing of the Republican Party. 
Moreover, with prices rising during the last three years there has been in- 
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creasing apprehension over competitive farm imports. Yet notwithstanding 
the tariff dependency of groups like sugar and wool producers, American 
farming is still predominantly on an export basis by virtue of its surplus 
capacity in grains, cotton, tobacco, live stock, and fruits. The issue as to what 
is to be done about the farmers' foreign market still awaits settlement. 
Administration leaders have urged the revival of foreign demand rather than 
the permanent shrinkage of agriculture to a domestic basis, by at least 
moderate tariff reductions. But at present the western farm belt is apparently 
more inclined to demand farm benefits and subsidized crop reduction. There 
is the possibility of increasing pressure from farm interests for extensive 
dumping abroad by means of export subsidies which the Administration has 
thus far resisted. The success or failure of the reciprocity programme will 
exert an important influence on the outcome. Its failure may mean that the 
next phase of farm relief will be to counterbalance the tariff with a system of 
export subsidies paid for either by the taxpayer or the domestic consumer.' 1 

Skipping Policy. 

Another aspect of American foreign trade policy which aroused 
interest and in some cases decided irritation on the part of members 
from other countries was the matter of subsidized shipping. In particu- 
lar, the effect of American subsidy policies on* British shipping lines in 
Canada, Australia, and the Orient was discussed at considerable length. 
A British member pointed out that at present the world possesses 40 
per cent, more ships than it can use and that most shipowners are 
working under state assistance in various forms, such as subsidies for 
construction, subsidies for operation, and the reservation of coastal 
shipping. Total shipping subsidies in the United States amounted to 
5-3 million pounds sterling in 1935, and the United Kingdom was there- 
by forced into a subsidy scheme of some 2 million pounds. With regard 
to coastal trade, he pointed out that the British Empire has no reserva- 
tions for coast trade but that the majority of other countries have their 
coastal trade reserved for their own nationals. 

An American member stated that Congress had recently passed new 
legislation which would end the present system of shipping subsidies. 
The new Bill provides for (1) construction-differential subsidies: the 
differential in construction costs between the building of ships in the 
United States and foreign countries will be determined after being 
studied by a special committee and will be paid to the shipowners; 
(2) operating-differential subsidies: under the old subsidy laws the 
ships qualified for subsidies had to carry a crew of which two-thirds 
were American citizens. Under the new law 80 per cent, must be 
American citizens and this percentage will be increased to 90 per cent. 

1 Lockwood, pp. 49-53. 
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in two years. The remainder of the crew must be qualified to become 
American citizens. When, at the end of any five year period, profits of a 
subsidized shipping company are in excess of 10 per cent., these excess 
profits will be equally divided with the government. 

A New Zealand member pointed out that the reservation of coastal 
shipping has aroused considerable resentment in New Zealand. Ameri- 
can ships are free to pick up passengers and freight between ports of New 
Zealand and Australia, whereas Australian, New Zealand, and British 
ships are not allowed to do this between Hawaii and the United States 
mainland. Both the Australian and the New Zealand Governments 
are contemplating retaliatory restriction on American shipping unless 
some modification of this coastal reservation policy is forthcoming. 1 
Another British member felt that there was a contradiction between the 
American policy of large shipping subsidies and the promotion of foreign 
trade by reciprocal trade agreements. An American member thought 
that the subsidy policy was merely a part of the general American 
policy of protecting home industries. 

It was generally felt that the question of shipping subsidies was one 
which affected all maritime Powers, and that a detailed study of the 
shipping policies and practices of Pacific countries would be a valuable 
item on the Institute's research programme. Such a study would aim 
to investigate the conditions which are making it impossible or difficult 
to conduct shipping on an economic basis and tending to produce the 
risk of serious international controversy and of * shipping wars'. 2 

AMERICAN FOREIGN POLICY 

Though the economic foreign relations of the United States have been 
definitely affected by certain aspects of the Recovery Programme, the 
discussions indicated that those effects were in the main unintentional or 
secondary to the domestic objectives pursued. A question of even 
greater interest to members of the conference was the effect of the 
Recovery Programme on the * political' foreign relations of the United 
States. Has there been any change in the principles of American foreign 
policy, particularly in the Pacific ? Is it likely that the United States 

1 See New York Times, October 24, 1 936, for details of proposed retaliation. A Bill intro- 
duced into the New Zealand Parliament on October 23 provides for an agreement between 
Australia and New Zealand, that unless the United States permits British vessels to carry 
passengers between American ports, the ships of that country shall not be permitted to 
engage in traffic between the two Dominions. A similar measure was later introduced 
into the Australian Parliament. The ban will be made conditional on negotiations to be 
carried out in Washington for a settlement of differences. 

* The International Research Committee approved of the suggestion, and plans for a 
study of Pacific Shipping have been formulated. (See I.P.R. Notes, No. 6-7, pp. 70-1, 
for details of the proposed study.) 
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will again take an active lead in negotiating a collective agreement for 
the adjustment of Pacific problems, or is the present emphasis on isola- 
tionism and withdrawal from world affairs apt to continue and increase ? 

As one foreign observer phrased it, recent American foreign policy 
appears to be characterized more by ideas or principles than by definite 
policies of action. Diplomatically, the Roosevelt Administration has 
'kept the record straight' in its Far Eastern policy, and, on paper, 
maintained its historical position but has shown little inclination to take 
definite measures to support the traditional principles of that policy, 
e.g. the Open Door and the territorial and administrative integrity of 
China, principles which have been progressively violated by Japan. This 
is in marked contrast to the policy of the United States Government in 
1931 and 1932, when it actively took the lead in the effort to apply 
collective pressure to halt the advance of Japan and announced in no 
uncertain terms its profound belief in the 'soundness of the conception 
of collective action in war prevention*. One American member stated 
that the three policies dominant in the foreign relations of the United 
States at the present time were the Monroe Doctrine, the avoidance of 
European entanglements, and the Open Door policy in the Far East and 
elsewhere. The United States is willing to do everything consistent 
with an 'interest' as opposed to a 'vital interest' in the Far East. 
Although it is conceivable that the Far East might become a matter of 
' vital interest ' to the American people at some future time, this would 
entail either a change in the present state of the popular mind or de- 
velopments in Far Eastern politics which would raise questions affecting 
internal conditions. As soon as the domestic situation allows, he 
thought it likely that a change of emphasis would ensue and the coun- 
try turn to a greater interest in external affairs. At present he did not 
believe that the American people would support or tolerate a Far 
Eastern policy which involved either unilateral or collective action by 
the United States for the enforcement of the principles of the Open 
Door and the territorial integrity of China. 

Though there has been no apparent change in the principles of 
American Far Eastern policy, and the Roosevelt Administration has 
repeated that it continues to support American rights and obligations 
under treaties in the Far East, there is a growing body of public opinion 
in the United States which advocates a modification of these traditional 
principles, in view of the changed situation in the Far East. This senti- 
ment in favour of ' withdrawal ' from the Far East is voiced by those who 
are anxious to avoid any possibility of strained relations with Japan, 
and who feel that, as it seems unlikely that the United States will 
ever use force to defend any political policy in China, it should 
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'withdraw' from that part of the world and cease to advocate the accep- 
tance of principles which it is not in fact prepared to maintain by 
collective or unilateral action. 

The strength of this sentiment and the exact steps which its sup- 
porters advocate as constituting 'withdrawal' could not be clearly 
defined. It is obvious that the United States cannot 'withdraw' com- 
pletely from the Par East any more than it can 'withdraw' from other 
parts of the world. In the opinion of the Government there is no con- 
tradiction involved in continuing to advocate general acceptance of the 
principle of equality of commercial opportunity in all parts of the world 
and refusing to insist on the adoption of this policy, either in China or 
elsewhere. Any radical change in the main objectives of American Far 
Eastern policy, therefore, seems unlikely. The practical measures taken 
to implement that policy may, however, be expected to alter in response 
to changing internal conditions and the relative influence of conflicting 
group opinions within the United States. 

An American student of international law made the following state- 
ment of the analogies between American and Japanese foreign policies. 
It is reproduced here because of its relevance to subsequent discussions 
of the so-called 'Asiatic Monroe Doctrine,' of Japan, as well as to the 
subject under consideration. 

'There are certain similarities between Japanese and American foreign 
policy in that both are policies of great powers widely separated geographi- 
cally from Europe, in which the present international system began. The 
globe, however, has narrowed with the development of rapid communications, 
and this difference is perhaps not as important to-day as it once was. 

'There is also a similarity in that both countries have differentiated their 
foreign policies regionally. Japan has one foreign policy for China, another 
for the Soviet Union and another for the rest of the world. The United States 
has in the past had different policies for each of the four directions in which 
it faces : its general policy towards the countries both of the east and the 
west has been one of equality of economic opportunity, but in Europe this 
has been associated with the policy of political isolation, and in the Far East 
with a policy of international cooperation for the maintenance of the terri- 
torial integrity of China. But it is especially with American policies towards 
the north and the south that similarities may be found with the peculiar 
Japanese policies towards Soviet Russia and China. 

'The United States fought its first two wars with Great Britain and in both 
instances political problems were most important. It is doubtful whether the 
territorial settlement of 1783 was regarded as permanent by either power. 
The British policy in relation to the fur traders and the Indians suggested a 
desire to recover the Northwest Territory while the attitude of the westerners 
before the war of 1812 indicated that they wished to acquire Canada. Recent 
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historical investigations suggest that the war of 1812 was in reality concerned 
with these conflicting ambitions for territorial expansion rather than with the 
problem of sailors' rights which loomed large in the diplomatic discussions. 

'Fortunately, the war ended in a peace without victory, a reaffirmation of 
the boundary of 1783, and a genuine determination of the two states to pre- 
serve that peace henceforth, as manifested by the Great Lakes Disarmament 
Agreement of 1817 which is still in effect. Since that time American policy 
towards Canada can be characterized as one of peace, disarmament and arbi- 
tration. 

'The policy of the United States towards the south has centred around the 
Monroe Doctrine which in its original statement of 1823 was intended solely 
as a warning to Europe to desist from colonization, interposition or extension 
of their system in the American world. This interpretation of the Monroe 
Doctrine which divorces it from any imperialistic implications was reasserted 
on the centenary anniversary of the Doctrine by Secretary Hughes, who in- 
sisted that if the United States ever engaged in any interventions in the 
Caribbean or Latin America these could not be justified by the Monroe 
Doctrine. The only difference which he thought had developed in the Monroe 
Doctrine during a century was that now the warning extended to all non- 
American powers, an addition which arose out of the Magdalena Bay incident 
of 1911 which involved a fear that certain Japanese interests might be acquir- 
ing land at this point in lower California. 

'Between these two periods, however, there is no doubt that the Monroe 
Doctrine has had, at certain times, imperialistic implications. Beginning 
with the American policy vis-d-vis Texas which unquestionably has resemb- 
lances to the Japanese policy vis-d-vis Manchuria, the Latin Americans were 
convinced that the Monroe Doctrine meant that the United States was not 
interested in protecting the Latin American countries from European aggres- 
sion for their own good but in order that the United States might itself pene- 
trate that area. The Texas incident was followed by filibustering expeditions 
from the United States into Cuba and Nicaragua. 

'After the Civil War, President Grant was engaged in efforts to acquire 
naval bases in San Domingo, and during the regime of President Theodore 
Roosevelt the so-called Roosevelt corollary to the Monroe Doctrine was 
announced. This was stated in President Roosevelt's message to Congress of 
1904, in which he said that because of our objection to European intervention, 
circumstances might arise in which the United States would have to under- 
take apoiice power in order to compel delinquent Latin American countries to 
observe their obligations under international law. This pronouncement was 
presently followed by American interventions and establishment of financial 
protectorates in Haiti and San Domingo. Although President Wilson de- 
nounced imperialistic policies of the United States, these interventions went 
on during his administration, and important interventions in Mexico took 
place. 

'It was not until after the World War that a real movement away from 
imperialism took place. Secretary Hughes insisted on the original Monroe 
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Doctrine, and this was reiterated in a long memorandum prepared by Mr. 
Reuben Clark and printed by the Department of State. This was accepted 
by the Senate Foreign Relations Committee as being an authoritative inter- 
pretation of the Monroe Doctrine when the Pact of Paris was ratified in 1929. 

'During the present administration, under the "good-neighbour" policy, 
President Franklin D. Roosevelt has gone farther in dissociating the Monroe 
Doctrine from imperialism. Marines have been withdrawn from the Carib- 
bean republics ; the Platt Amendment permitting intervention in Cuba has 
been abandoned by a new treaty ; the United States has ratified the treaty 
concluded at Montevideo declaring that intervention is contrary to inter- 
national law. Thus, at the present time, the United States regards the Monroe 
Doctrine as a policy which runs only between the United States and non- 
American powers, and implies no prerogative of intervention by the United 
States in the Latin American countries themselves. 

*It may be added that even during the period when the Monroe Doctrine 
was unquestionably associated with American imperialism, there were certain 
differences in the relation of the United States with Latin America from those 
of Japan with China, in that the United States was larger in population and 
wealth than the whole of Latin America put together ; that Latin America was 
already broken into a number of independent states ; that the world was less 
integrated economically and politically than it is to-day ; and finally, that 
the United States was under no treaty obligations to refrain from aggression. 

'To this last statement one exception should be made. The United States 
was obligated under the Treaty of 1846 with Colombia to respect the territory 
and property of Colombia in the Isthmus of Panama. The American interven- 
tion which led to the independence of Panama in 1903 was subsequently 
recognized to be contrary to this treaty, in acknowledgement of which the 
United States paid an indemnity to Colombia of $25,000,000. It must be 
recognized that this indemnity was not fully due to a sense of the wrong we 
had committed in violating the treaty, but also to the anxiety of certain 
American interests to acquire oil concessions in Colombia. 

'In general, however, I think it can be said that in the period since the 
World War the peculiar regional aspects of American policy have tended to 
disappear, along with the imperialistic implications of the Monroe Doctrine, 
and in recent statements of American policy, Presidents and Secretaries of 
State have insisted that the Pact of Paris and equality of commercial oppor- 
tunities are the basis of that policy in all parts of the world.' 

American Far Eastern policy has, however, involved actions which 
do not characterize the foreign policy of the United States in other 
parts of the world. The objectives sought, namely equality of commer- 
cial opportunity, the protection of American interests and the avoidance 
of international responsibilities not vital to those interests, may be the 
same in the Far East as elsewhere. But the United States has taken 
steps in the pursuit of these objectives in the Far East which are in 
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striking contrast with its policy of isolationism as regards European 
affairs. By its insistence upon the principle of the Open Door, it secured 
for its citizens rights and privileges in China equal to those of other 
foreign Powers. It took the lead in the formulation of the Washington 
Treaties a collective effort to stabilize the situation in the Pacific 
through a pledge by all the major powers concerned to respect China's 
territorial and administrative integrity. When the status quo was 
upset in 1931, it was due to the initiative of an American Secretary 
of State that the nations of the world pledged themselves not to recog- 
nize Japan's fait accompli. Though America's economic stake in the 
Far East is small in comparison with its total foreign trade and invest- 
ment, the potential importance of that area as an outlet for surplus 
goods and capital is still emphasized by certain sections of American 
opinion. There are, therefore, some grounds for the belief that, though 
at the moment American policy is as 'isolationist* towards the Far 
East as towards Europe, this is merely a temporary phenomenon which 
is likely to change. 

To many members, the present naval building programme appeared 
to be a clear indication that the United States is preparing for a more 
positive course of action in the Far East. British and Japanese members 
pointed out that, without such an explanation, the naval programme 
was entirely inconsistent with the United States' announced withdrawal 
from the Philippines, its neutrality policy and its reiterated desire to 
remain aloof from all forms of international action. American members 
were unable to offer any very conclusive or coherent explanation of 
American naval policy, their view being that no such explanation had 
been formulated even in the minds of those responsible for the naval 
building programme. The United States has no clearly defined con- 
ception of exactly what functions it wishes its navy to perform and 
therefore has no definite idea as to the size and character of the navy 
which is essential to its purposes. It was suggested, however, that the 
navy is not intended solely for use in the Pacific, but rather as a general 
instrument for defence, to discourage attacks on American interests in 
all parts of the world. The strongly Pan-American trend in American 
foreign policy; the tendencies towards a North and South American 
regional system of security and economic co-operation ; the fact that 
the American is the only navy of effective strength in that region, and 
the tradition of the Monroe Doctrine with regard to foreign inter- 
ference or influence, lent strength to the argument that the navy was 
designed to be as much a Pan-American as a Pacific fleet. It was also 
pointed out that naval building plans and estimates were ready at 
hand at a time when the Administration was faced with the task of 
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launching a large-scale programme of public works to relieve unem- 
ployment and stimulate industry, and that a naval building programme, 
in view of the generally turbulent state of the world, was an extremely 
easy form of expenditure to justify to the general public. 

The relation of American naval policy to the diplomatic foreign policy 
of the United States, though defying precise definition, was described 
in general terms. One of the tenets of American foreign policy is the 
impossibility of war with Great Britain and naval equality with Great 
Britain is therefore deemed consistent with American interests. ' Effec- 
tive equality ' with both Great Britain and Japan was, in the view of the 
United States, provided for in the 5-5-3 ratio of the Washington 
Treaties which gave to each great naval Power supremacy in its own 
geographic sphere of influence. From the point of view of national 
defence, American naval policy has considered not only the defence of 
the United States, but also the responsibilities inherent in the Monroe 
Doctrine to protect the integrity of the Caribbean and Latin American 
countries from foreign intervention. In the Pacific the naval agree- 
ments of the Washington Treaties were, in the view of the United 
States, based upon the political considerations embodied in the Nine- 
Power Treaty which secured not only recognition of the Open Door 
principle, but also the enlarged expression of respect for the integrity 
of China both territorial and administrative. 

It appears, therefore, that American naval policy, though never 
clearly defined nor justified in the light of national needs and interests, 
has been closely related to certain more specific principles of diplomatic 
policy. Viewed in this light, many members felt that the present naval 
building programme was a clear indication that these principles were 
not likely to be abandoned in favour of a policy of * withdrawal ' and 
tacit acceptance of Japan's policy in eastern Asia. 

The Status of the Philippines. 

The other specific action taken by the Administration in the field of 
Far Eastern policy, the granting of Philippine independence, was, in the 
opinion of the American members, due far more to domestic conditions 
than to considerations of international policy. It was pointed out that 
producers of beet-sugar, cotton-seed oil, cordage, and dairy products 
had agitated strenuously for the severance of all political ties with the 
Islands in order that Philippine products might be pushed outside the 
tariff wall. Their efforts were supported by organized labour intent on 
subjecting Filipinos to the immigration restrictions applicable to other 
Asiatic countries. In the opinion of American members, this pressure 
from domestic interests was probably more influential than any other 
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single factor, though a sincere belief that the Islands deserved their 
independence, the advantages of withdrawing from political responsi- 
bilities in the western Pacific, and other less tangible motives un- 
doubtedly played their part in creating public sentiment in favour of 
the Act. 

Apart from the significance of Philippine independence for the future 
political balance of forces in the Pacific, its immediate effect on the 
economic interests of the Philippines is a matter of grave concern for the 
citizens of the new Commonwealth Government. As the Filipino mem- 
bers pointed out, the economic evolution of the Philippines has been in 
the direction of specialization in three or four main export crops (sugar, 
hemp, copra, &c.) which rely principally on free access to the American 
market. There has been little development of manufacturing industry, 
the demand for manufactured products having been supplied mainly 
by imports from the United States. The entire foundation of this 
specialized economy is now threatened by the terms of the Tydings- 
McDuffie Act and by subsequent Congressional action, and the future 
stability of the new Philippine Government must in large measure 
depend upon the degree to which it can adjust the country's economic 
life in the direction of diversified agriculture and industrial develop- 
ment. By the Independence Act definite quotas were placed on duty- 
free imports of sugar, coco-nut oil, and cordage into the United States 
during the period of the Commonwealth Government. The Government 
is required at the end of the fifth year to levy an export tax on all 
Philippine products shipped to the United States : the tax to begin at 
5 per cent, of the American tariff rate and to increase by successive 
stages to 25 percent, in the tenth and last year of the transitional 
period. With the attainment of complete independence, Philippine 
products are to be subjected to full American tariff rates. In the opinion 
of the Filipino members the resentment aroused by these trade pro- 
visions is largely due to the fact that the Commonwealth Government 
is prohibited from imposing duties on imports from the United States 
and thus cannot make use of tariff bargaining to secure new export 
markets to lessen its complete dependence upon the United States. 
A further source of irritation was the imposition, in the United States 
Revenue Bill of 1934, of a processing tax of 3 per cent, on coco-nut oil 
from the Philippines, the proceeds of which were to be paid into the 
Philippine Treasury. This tax repudiated an implied promise of the 
Independence Act which exempted an annual quota of 200,000 long 
tons of coco-nut oil from any import duty during the transition period. 
The quota on imports of Philippine sugar, fixed by the Jones-Costigan 
Bill, was another serious blow to a major Philippine industry. In part, 
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this has been offset by the boom in the Philippine gold-mining industry 
resulting from the American Government's gold-purchasing policy, in- 
asmuch as mining is now absorbing some of the surplus resources of the 
sugar industry and providing new fields of employment for both labour 
and capital. The Independence Act provided that a conference on 
trade relations between the United States and the Philippines be held 
one year before the end of the transition period. The Philippine Govern- 
ment is hopeful that this conference can be held sooner, possibly in 1937, 
and that this will enable it to make plans for adjusting the economic 
system to whatever conditions are laid down. It seemed possible that 
some form of reciprocal tariff arrangements might be worked out, but 
severe losses in the present export trade appear inevitable. 

The Philippine people thus find themselves with their political status 
enhanced, their economic organization requiring radical readjustment, 
and their future international position largely dependent upon the 
actions of the United States during, and at the end of, the transition 
period. Regarding these there appears to be general uncertainty and, 
in some quarters, considerable apprehension. It was on this aspect of 
the problem of Philippine independence that the discussions were chiefly 
concentrated. A member of the Philippine group made the following 
statement on the attitude of the Philippines towards national defence : 

'The people of the Philippines are anxious to know what the United States 
is going to do at the end of this period. The string attached to Philippine 
independence is that, if she so desires, the United States retains authority to 
keep naval and fuelling bases in the Islands. The Philippine people assume 
that they will be responsible for their own security and are developing an 
inexpensive system of citizens' army training in case military defence should 
ever be necessary. This training is part of the education of every Philippine 
child and involves a five and a half month period in the army. 

"The Philippines used to believe themselves helpless against attack, but 
there is a growing feeling that, if the Islands' defence is prepared carefully 
according to present plans, it will be perfectly feasible. Americans either don't 
agree with this or don't know it. The Filipinos are sufficiently idealistic to 
have included the principle of the renunciation of war as an instrument of 
national policy in their Constitution and we have every intention of abiding 
by it. But to protect our territorial integrity against anything which might 
happen some preparation is desirable. All we have to do is to prevent the 
landing of troops. Experts have backed us hi the belief that this can be done 
without an expensive and powerful navy if we have a< strategic points groups 
of well-trained people on shore who are supplemented by small off-shore 
patrols, travelling as fast as 60 miles per hour and manned by what we may 
call "suicide men". Expenditure on the constabulary force has been set at 
16 million pesos a year for the next ten years. ' 
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American members of the conference appeared to agree that American 
public opinion had not yet faced the full international implications of 
Philippine independence. It was also true that the special interests 
which had forced through independence might not carry the same 
weight at a later time, should the Islands desire to retain certain 
relations with the United States. The general feeling in the United 
States, in their view, was that the Philippines could not defend them- 
selves. One American urged that it would be unthinkable for the United 
States to abandon all idea of protecting the Philippines. Another 
pointed out that altruistic motives had not played a very great part in 
the granting of independence and it might be unwise to count too 
strongly on their effectiveness at a later time. 

The question of some form of treaty for the neutralization of the 
Philippines was discussed at length in one of the papers presented to the 
Conference by the Philippine Group. Section 1 1 of the Tydings-McDuffie 
Act provides that ' The President is requested, at the earliest practicable 
date, to enter into negotiations with foreign powers with a view to the 
conclusion of a treaty for the perpetual neutralization of the Philippine 
Islands, if and when independence shall have been achieved'. The 
Philippine group pointed out that it is still a matter for debate as to 
whether the other provisions in the Act are compatible with neutraliza- 
tion particularly the possible retention of naval bases and fuelling 
stations by the United States. They felt, however, that it was extremely 
unlikely that Japan, Great Britain, France, Russia, Holland, and 
China would join or sign a treaty of perpetual neutralization of the 
Philippines, if naval reservations were retained by the United States. 
Statements by the late Senator Cutting and other members of Congress 
indicate the belief that the continuance of American naval bases or 
reservations and coaling stations in the Philippines after independence 
would be incompatible with neutralization. In the opinion of Philippine 
members it would be desirable to have the negotiations for neutraliza- 
tion precede the settlement of all questions relating to naval bases and 
coaling stations. 

Another aspect of the problem is that of the future trade relations 
between the United States and the Philippines. Is neutralization com- 
patible with trade reciprocity or with preferential trade relations 
between a neutralized state and one of its guaranteeing powers ? On 
this question, too, there is diversity of opinion. 

'It is argued that trade reciprocity is absolutely an economic arrangement, 
unconnected with a political or military alliance, and does not violate the 
obligations assumed either by the neutralized state or by the guaranteeing 
dower. On the other hand it is argued that, once a country is neutralized, it 
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should be open to the trade of all nations on equal terms, particularly to the 
neutralizing states.' 1 

The Philippine members considered it unlikely that Japan would 
favour any special trade arrangement between the Philippines and the 
United States in the event of a neutralization treaty in which Japan 
participated. 

With regard to the question as to whether the United States would 
sign a neutrality treaty which pledged it not only to respect, but to 
guarantee and protect the territorial integrity of the Philippine Repub- 
lic, the writer of the data paper considers that this intention was 
implicit in the drawing up of the Independence Bill. He is fully aware, 
however, of the 'innumerable and great difficulties which will be 
encountered in obtaining effective neutralization for the Philippines. 
Even if the President of the United States should succeed in securing 
a neutralization treaty, the Senate might interpose certain objections. 
. . . Article 10 of the League Covenant may possibly be used by some 
states-members of the League as an argument to refuse to act as guaran- 
teeing powers. . . . The uncertainty of the withdrawal of American naval 
and fuelling stations may be another stumbling block. ... A final diffi- 
culty is the possible application of the so-called " Asiatic Monroe 
Doctrine" by Japan/ 

In the course of the discussions it appeared that the negotiation of 
some form of multilateral treaty guaranteeing Philippine neutrality 
was considered by a majority of the members as a desirable solution to 
problems of Philippine defence. Its feasibility appeared more doubtful. 
A Japanese member expressed the view that Japan would heartily 
support such a neutrality pact, but that it should include definite terms 
settling the relative naval strengths of the Pacific Powers, and also 
provision that no single guaranteeing Power should retain special com- 
mercial privileges or naval bases in the Islands. British members were 
of the opinion that Great Britain would welcome such a pact, provided 
that the United States could be counted on to join and stay in, with 
complete acceptance of the responsibilities involved. There was, in the 
opinion of several members, little use in drawing up another multilateral 
treaty providing for territorial integrity until it was more clearly evident 
that the participant nations were actually willing to make its provisions 
effective. 

General Significance of American Foreign Policy. 

The closing discussions on American policies were devoted to a con- 
sideration of the general significance of the various measures discussed 

Roberto Regala, Neutralization of the Philippines, Philippine Council, 1936. 
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for the future policy of the United States towards foreign contacts, 
whether political or economic. Some members urged that the principal 
measures of the Recovery Administration, with the exception of the 
trade agreements policy, clearly indicate a tendency to withdraw more 
and more from all forms of foreign activity, and that the likelihood of 
the United States participating in any kind of collective system in 
the Pacific is very small. In addition to economic legislation, they 
cited Roosevelt's 'good neighbour policy ' of non-intervention in Latin 
America, the rejection of the World Court and hostility to the League 
of Nations, the Johnson Act on war debt collection, and the Neutrality 
Act of 1935 as evidence of a strong feeling on the part of the American 
people that the United States must not be drawn into any system of 
international action. In their opinion, there is in the United States a 
genuine disillusionment over the insecurity of foreign markets and the 
losses involved in foreign loans, reinforced by the fear that economic 
entanglements will draw the United States into a conflict which is none 
of its concern. 

On the other hand, many members urged that the American Govern- 
ment has shown no intention of abandoning the traditional principles 
of its foreign policy or of adjusting the economic life of the country to 
the demands of a self-contained economy. Even had it that desire, it 
does not appear likely that the Supreme Court would countenance the 
federal power necessary for such adjustment. The rejection of the 
World Court may be counterbalanced by the entry of the United States 
into the International Labour Office, the establishment of relations with 
the Soviet Union, and the growth of Pan- Americanism. With regard to 
neutrality, the provisions of the Joint Resolution of August 31, 1935, as 
extended and amended on February 29, 1936, are far short of those 
which would guarantee effective neutrality. 1 The enactment of Philip- 
pine independence because of the pressure of domestic interests is not 
conclusive proof of a firm policy of withdrawal from the western Pacific, 
particularly when considered in conjunction with the consistent way 
in which the United States has maintained its adherence to the 
Nine Power Treaty, as well as with the steady building up of the navy. 
Opposed to the school of thought which strongly advocates the abandon- 
ment of all effort to support American treaty obligations in the Far 
East, there are many influential Americans who believe that the United 
States must join in some form of collective action for war prevention. 

1 The three main provisions are : a mandatory embargo on exports of 'arms, ammuni- 
tion, and implements of warfare* to belligerents; a mandatory embargo (qualified) on 
loans and credits to belligerents ; and an authorization for the President to withhold pro- 
tection from American citizens travelling on the vessel of a belligerent in time of war. 
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This latter group, of which former Secretary of State Stimson is a 
notable representative, base their conviction on the incalculable harm 
to American prestige and to the cause of peace throughout the world, 
'if the United States having for so many years assisted by public and 
private effort in the education and development of China and having 
taken the lead in the movement which secured the covenant of all the 
great powers to respect her sovereignty, her independence, and her 
territorial and administrative integrity, should now cynically abandon 
her to her fate when this same covenant was violated'. 1 

It appeared to be the majority view that the United States govern- 
ment, though the emphasis of its policies was on domestic objectives, 
had shown no clear, consistent intention to alter the structure of Ameri- 
can economy in order to eliminate its dependence upon foreign markets 
and sources of supply. The international economic relations of the 
United States may have been regarded as secondary in importance to 
the adjustment of its internal economy, but there had been no attempt 
to recast them in any new form. Similarly, though the foreign policy 
of the United States had on the whole been negative in so far as co- 
operation in any form of collective action was concerned, the Govern- 
ment had, by its adherence on paper to traditional principles and treaty 
obligations, kept the way open for a more positive policy in the Pacific. 
It was suggested that the Far Eastern policy of the Roosevelt Adminis- 
tration had been based on the belief that other powers with greater 
interests in that area should now take the lead in any collective attempt 
at a peaceful adjustment of Sino-Japanese relations and the preserva- 
tion of China's rights as pledged in the Nine Power Treaty. The failure 
of Mr. Stimson in 1932 to rally the nations behind the Nine Power 
Treaty a failure which many feel was due largely to the indif- 
ference of the British Government was a severe blow to the idea of 
collective action in the United States. It seems probable that in the 
first two months of 1932 the American public were closer to recognizing 
the necessity for collective sanctions against an aggressor than at any 
time before or since. The psychological moment passed, and the senti- 
ment in favour of an independent policy in the Pacific has grown 
stronger during the past three years. The naval building programme, 
the trans-Pacific air route, and the work of General Mac Arthur in the 
Philippines may all be regarded as evidence that the United States 
intends to follow a unilateral policy in protecting its interests and up- 
holding its prestige in the Pacific. It is possible, however, that American 
opinion may again swing over in favour of co-operative action in the 
Far East. The discussion of this possibility and of ways in which it 
1 Henry Stimson, The Far Eastern Crisis, New York, 1936, p. 00. 
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might develop was reserved for the final sessions of the conference deal- 
ing with the changing balance of political forces and the possibilities of 
peaceful adjustment. 

As is evident from this review, the discussions of American policies 
were concerned primarily with their external effects and, as many as- 
pects of the Recovery Programme were of no direct concern to other 
countries, no attempt was made to cover the whole range of activity 
undertaken by the Roosevelt Administration. This selective form of 
approach was also desirable in the interests of a thorough discussion. 
It had, however, one result which might be considered unfortunate. 
Little opportunity was given to assess the significance for the future 
course of American relations with other parts of the world of American 
acceptance of an extensive programme for economic readjustment 
through government action on a nation-wide basis. It may be, of course, 
that this acceptance is a temporary phenomenon the result of a de- 
pression psychology and the personality of Mr. Roosevelt. There is, 
however, some justification for the view that it indicates a permanent 
shift in the traditional American hostility towards a strong central 
government which will be an active rather than a passive force in deter- 
mining the course of American activity both at home and abroad. 



I 



CHAPTER II 

JAPAN 
INTRODUCTION 

.T was inevitable, in view of the course of events during the period 
1933-6, that the Round Table discussions on Japan and Japanese 
policies should differ considerably in character from those on the United 
States. For though American policy was by no means devoid of effects 
on other countries, as is shown in Chapter I, it was nevertheless essen- 
tially preoccupied with its own internal problems. The Japanese 
Government, on the contrary, had perforce to concern itself from the 
beginning much more directly with foreign affairs and policies directly 
touching the economic or political fortunes of other nations. As a 
growing nation with an increased economic and military stake in con- 
tinental Asia and a growing stake in world trade and shipping, it could 
hardly do otherwise ; almost any policy it might adopt for the improve- 
ment of its internal economy was bound to have prompt and considerable 
effects abroad. It was thus not surprising that in the eyes of many 
conference members at Yosemite, as at Banff in 1933, 1 the central point 
of disturbance in the weather-chart of the Pacific was Japanese policy. 
Their main purpose in the discussions was to uncover the forces shaping 
that policy and to find, if possible, some basis for predicting the lines 
along which it would operate in the near future. This desire to foresee 
coming developments grew out of a fact which emerged as the discus- 
sions proceeded and was repeatedly emphasized by Japanese mem- 
bers, namely, that Japanese policies did not spring from a unified set 
of plans but were full of the same inconsistencies and cross purposes as 
those of England or the United States. The realization of this fact was 
indeed one of the main points that distinguished the Yosemite discus- 
sions from those of the previous Banff Conference where many aspects 
of the same question were considered. Members were no longer content 
to ask, What is the Japanese official view on this or that point ? They 
were rather concerned to identify the various groups, vested interests, 
and traditional attitudes whose separate and conflicting purposes result 
in an official policy. 

A further distinguishing characteristic of the discussions, not un- 
related to the point mentioned above, was a much deeper and more 
sympathetic understanding of Japan's difficulties both in the sphere 
of foreign trade and in the problem of internal economic and political 

1 See Problem* of the Pacific, 1933, p. 125. 
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readjustments. There was, for example, much less tendency than for- 
merly to pass moral censure on Japan's commercial activities in foreign 
markets or her military operations in China. That is not to say that 
these activities were in any sense approved, but that members were less 
concerned with ' putting Japan in the dock ' and were anxious to under- 
stand what forces were driving her along these lines and what means 
were available to harness and redirect these forces in ways less disturb- 
ing to other nations. This change of attitude was further revealed in 
the somewhat surprising fact that almost no time in the four round 
table groups was devoted to the economic and political developments 
in Manchuria since 1933, and that despite the availability of several 
important data papers on the question. One cannot assume from this 
that all members accepted the situation in Manchuria as a fait accompli 
and acquiesced in it, but it does suggest that they felt there could be 
little practical value at that time in discussing a situation which, for 
all its importance as a case study in contemporary imperialism, has 
now become almost wholly a matter of Japanese colonial politics. For 
present-day international relations the importance of Manchuria lies 
more in the fact that it now constitutes a base from which a farther 
westward and southward extension of Japanese influence is apparently 
to take place. In consequence the discussions both in this and other 
round tables concentrated more on the newer areas of international 
friction North China and Mongolia. 

In this the conference gave its implicit assent to what was openly 
stated by various speakers during the conference that in spite of the 
Japanese members' argument that there was no single consistent Japa- 
nese policy but only a changing series of compromises and expedients, 
a certain persistent trend and a main line of advance could be discerned 
in all the vagaries and hesitations of month-to-month procedure. Like 
a sailing-ship, the Japanese leaders proceeded according to the prevail- 
ing wind of world politics. At times with a following breeze and a sea 
temporarily clear of other craft, they went ahead rapidly on a straight 
course. At other times, because of shoals or unfavourable winds, they 
were obliged to proceed slowly, making long tacks from port to star- 
board, so that to a distant observer they appeared at times to have 
changed course completely. Again, they would sometimes lie becalmed 
or, if the weather became too stormy, they would heave to and await 
fairer skies. Yet looking back the observer might see the general direc- 
tion of the course and deduce that the vessel was probably bound for a 
Chinese destination. Members who recalled the history of Sino-Japanese 
relations since 1934 could see how from time to time the methods, the 
direction, or the intensity of Japanese political and economic pressure 
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on China had changed from diplomatic conversations to propaganda, 
from shows of force to actual occupation of territory and the establish- 
ment of a puppet regime in North China, from economic penetration in 
the North to non-co-operation in the currency reform of Central 
China but had not been relaxed or essentially altered in aim. 

Here again, however, there appeared the danger of thinking in over- 
simplified terms and of ascribing the course of events to a non-existent 
single super-mind. For notwithstanding the steady advance of Japa- 
nese economic and military power into China, many members were 
aware that among certain Japanese business groups and possibly some 
of the naval authorities another point of view was developing. It is the 
belief that territorial expansion of the type witnessed in Manchuria and 
North China has brought disappointingly small financial rewards and 
has in some cases gone to the point where losses are unavoidable. These 
groups would prefer to change the course of the ship and sail farther 
south on a mission of intensified commercial and financial expansion in 
south-eastern Asia, India, Netherlands Indies, and Australia. Whether 
this point of view will prevail over the older view or whether indeed the 
two may not exist side by side without conflict still remains to be seen. 

JAPANESE TRADE EXPANSION 

The method of commercial rather than territorial expansion would 
be nothing new, but only the development of a policy that has already 
been in operation for many years and has since 1931 engendered in- 
creasingly bitter international controversy. Especially since 1933 the 
nature and direction of Japan's expansion in exports have altered so 
strikingly as to cause a new outburst of protests from foreign merchants 
and the imposition of a whole array of new tariffs and other trade bar- 
riers. The past three years had seen controversies on Japanese competi- 
tion in the United Kingdom and her Crown Colonies, in Canada, 
United States, the Philippines, and the Netherlands Indies. Just before 
the conference Australia had also joined the above list by imposing 
new restrictions of Japanese imports and temporarily impairing her 
own export market for wool in Japan. Not unnaturally, therefore, 
many members of the conference came in the hope that one of the 
main aims in the discussion should be to have a thorough ventilation of 
the whole question of Japanese trade competition and to examine pos- 
sible measures for controlling and adjusting it in some more peaceful 
and satisfactory way than the methods of a tariff war. This hope was 
expressed in the two speeches opening the discussions on this topic, one 
by a Japanese banker, the other by a British labour leader. 
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Nature and Causes of Trade Expansion. 

The general facts regarding the extent, composition, and direction of 
Japan's expanding trade were well known to most members, an exten- 
sive survey of the question having been published by the United King- 
dom group a year before the conference. 1 The salient points of recent 
trade movements are also given in the following extract from a Japanese 
data paper. 2 

'Rate of Growth. What is called trade expansion in the years 1932-5 would 
not appear so conspicuous were it not for the fact that it took place right in 
the midst of the hardest time in the world's commercial history. In fact, the 
value of imports in 1934 was smaller than that in 1930, and the value of 
exports was only 11 per cent, higher. The fact that Japanese trade to-day is 
but slightly greater than it was fifteen years ago may appear rather surprising 
to those who are viewing its expansion with a certain degree of alarm. That, 
however, is the fact, in spite of a 20 per cent, increase in the population 
during that period. 

'The foregoing statement with reference to Japanese trade in the post-war 
period refers to its money value only. If the abrupt changes in commodity 
prices and the physical volume of the trade are taken into consideration, the 
situation of Japan's foreign trade was not so bad. Taking 1913 as the base 
year, the volume of exports and imports in 1919 were respectively 131 and 
128, or about 30 per cent, higher than in the pre-War years. It rose to 233 
and 221 in 1929, dropped suddenly to 195 and 189 in 1930, headed upward 
again in 1932, and in 1934 it stood at 240 and 245, respectively. According 
to these figures, the physical volume of the foreign trade to-day after several 
violent fluctuations is about double what it was in 1919. 

'It may be worth pointing out here that the increase in Japan's imports 
more than kept pace with the increase in her exports. While there was a 
remarkable increase in the volume of exports after 1931 owing to the fall in 
the exchange value of the yen, imports likewise showed no decrease, increas- 
ing instead in both volume and value. This is due to the peculiar position of 
Japanese industries. Dependent largely on a foreign supply of raw materials, 
they cannot increase their exports without swelling the volume of imports. 
Many people abroad who are watching the advance of Japan's exports with 
some uneasiness are apt to lose sight of the importance of her import trade 
in getting both an accurate and fair picture of the situation as a whole. 
While her industries were competing in recent years with some European 
manufacturers both in their home and neutral markets, they had to buy 
prodigious quantities of raw cotton and wool, iron and steel, crude rubber 
and mineral oils, and machinery and motor car parts from foreign countries. 
The growing market for these commodities in Japan will be destroyed if 

1 G. . Hubbard, Eastern Industrialization and its Effect on the West, Oxford Univer- 
sity Press, London, 1935, pp. 1-180. 

1 Teijiro Uyeda, The Recent Development of Japanese Foreign Trade, Japanese Council, 
1936, pp. 7-14 and 19-25. 
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foreign countries attempt to curb the development of the Japanese export 
trade by means of restrictive trade policies. 

'Changes in Commodities. While the process of industrialization was going 
on in Japan, the kinds of commodities being imported or exported have 
changed. A commodity which may have been an important item of import 
is now an item of export and vice-versa. Towards the end of the nineteenth 
century this country still had to buy large quantities of cotton and woollen 
piece goods, railway materials, and all sorts of machinery. To-day, however, 
Japan is exporting these and other finished manufactures in larger quantities 
than she imports. Cotton goods, once important items of import, have 
become leading exports. The import of woollens and worsteds became less 
and less important, until in more recent years it became almost negligible. 
Woollen goods instead began to appear on the export side. Similar trends 
can be marked in a number of other goods, although this country must still 
continue to import iron and steel products for many years. On the other 
hand, the import of foodstuffs and raw materials expanded enormously. 
"Finished goods", which, some forty years ago constituted 24-5 per cent, of 
the total export, rose to 43 per cent, just after the Great War, and reached 
62 per cent, in 1934. The percentage of "raw materials and manufactured 
foodstuffs" dwindled to only 7 per cent, in 1934. The situation of "semi- 
manufactured articles" remained exceedingly important over a long period, 
owing to the continuous increase of raw silk which kept pace with the growth 
of Japanese exports in general. Lately, however, it has suddenly fallen from 
60 per cent, to 23 per cent., on account of the slump in the silk trade. The 
recovery in the silk price in 1935 gives a better picture for the "semi-manu- 
factures", namely 26*9 per cent., but that will not change the general 
tendency. 

' On the import side, the trend has been just the reverse. Whereas " finished 
goods" dropped from 19 per cent, to 12 per cent, since 1920, "raw materials" 
rose during the same period from 54 per cent, to 61 per cent. The import of 
foodstuffs from foreign countries increased until about 1926, but since then 
it has declined both relatively and absolutely. The percentage came down 
from 15 per cent, to 8 per cent. It must be noticed, however, that this does 
not bring out the fact that this country is becoming self-sufficient with refer- 
ence to its food supply. The rapidly expanding colonial trade, which is not 
included in the foreign trade returns, consists in the import of rice, beans, 
marine products, fertilizers, &c. from Korea, and sugar, rice, fruits, <fcc. from 
Formosa. " Outland " rice now occupies more than one-sixth of the total rice 
consumption in Japan proper, and its import is likely to increase in future. 

'The outstanding feature of the Japanese trade is the large import of 
textile raw materials and corresponding exports of textile manufactures. 
The aggregate sum of textile exports of all kinds, including silk, cotton, and 
rayon, amounted in 1914 to 347 million yen or 58*8 per cent, of the total 
exports. By 1929 the corresponding figures had increased to 1,493 million 
or 69*4 per cent, of her entire export trade. 

'For many years raw silk used to occupy 30 to 40 per cent, of the export 
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trade of Japan, but the depression in the United States and, to some extent, 
the phenomenal development of the rayon industry have driven down the 
price of this commodity to such an extent that its position had fallen to 
28*3 per cent, in 1930, and to 13*2 per cent, in 1934. The quantities exported 
did not shrink so much, but the severe drop in price reduced its value by 
well over 50 per cent. This depression in the silk trade hit the farmers' 
household budgets very hard. The rural standard of living had been raised 
considerably during the War boom, as both rice and cocoons fetched high 
prices. At the present time, however, many of them have been driven into 
bankruptcy owing to the competition of colonial rice and to the poor trade 
in cocoons. This change of situation in the country-side had far-reaching 
repercussions on the social and political affairs of the nation. In 1935 the 
recovery of trade activities in the United States was reflected in the price of 
silk, and accordingly was a good influence on the rural atmosphere of Japan. 
The exports of this commodity, however, increased only 30 million yen in 
value and the volume exported showed a small decrease. Many people are 
doubtful of the future of this industry, in view of the technical improvements 
in rayon production which is making headway in all countries. 

'The other branches of Japan's textile trade fared much better. Although 
the price of cotton goods in 1931 once fell to the low level of ten years ago, 
the depreciation in the exchange value of the yen gave this branch of industry 
an exceptional chance for expansion. The cotton manufacturing companies 
had in store a large stock of cheap raw cotton which had been purchased 
before the country went off the gold standard, and which even if sold abroad 
at cheap prices would have given them a good profit in terms of the home 
currency. Besides, the thorough -going rationalization scheme, which they 
had been carrying out under the depression, was nearly completed at that 
time. Therefore, the export value of cotton goods, yarn and cloth combined, 
jumped from 207 million yen in 1931 to 515 million yen in 1934. At the same 
time, the value of raw cotton imported rose from 296 million in 1931 to 
731 million yen in 1934. The actual expansion of cotton trade appears to 
have stopped for the time being, as the export of piece goods in 1935 remained 
about the same as in 1934, and the import of raw cotton dropped somewhat. 

'Rayon tissues, which used to appear on the import side until a few years 
ago, had already begun to be exported in the years of depression, but under 
the encouraging influence of the falling yen it made even further headway. 
The export value of this commodity rose from 34 million in 1930 to 1 13 million 
yen in 1934, and in 1935 reached 128 million yen. The various phases of the pro- 
duction technique of the large companies which are manufacturing the rayon 
yarn are said to have been improved to such an extent that the cost of produc- 
tion is now as low as that of similar plants in foreign countries. Rayon weaving 
is largely done by small weavers in the prefectures of Fukui and Ishikawa, 
who in times past had been engaged in the weaving of kabwtae silk for export. 
When the export trade in manufactured silk was totally destroyed by the 
American tariff of 1930, these weavers switched over to the weaving of rayon. 

'Woollen goods, which used to occupy a prominent position on the import 
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list and which onoe reached over 100 million yen, yarns and tissues summed 
up, have now almost ceased to be bought abroad. At the same time, their 
consumption and production at home have been increasing by leaps and 
bounds for some years owing to the more general adoption of Western style 
clothing. Raw wool, consequently, has become an important item of import 
ranking next to raw cotton. Raw wool imported in 1934 amounted to 186 
million, in 1935 to 191 million yen, more than ten times its import value 
before the war and twice that of 1929. 

'The principal exports, other than the textile group, which expanded 
during the last four years are comestibles in tins and bottles, iron, iron manu- 
factures, machineries and parts, potteries and glass wares, toys, &c. The 
increase in the export of comestibles, which amounted to 57 million yen in 
1935, tenfold its value five years ago, is the result of capitalistic transforma- 
tions in the Japanese fishing industry. The figures appearing in the trade 
returns do not show the whole picture, for much of the fishing is done on 
distant seas, tinned or bottled on the spot, and shipped directly abroad 
without touching any Japanese port. 

'The export of iron and iron manufactures increased enormously since 
1931, but pig iron appears on the import side and the amount imported is 60 
per cent, larger than the amount exported. The iron and steel industry of 
this country was vastly enlarged during the War time under the stimulus of 
abnormally high prices. It is still difficult, however, for the home-produced 
iron to compete against imports from India and some other countries, in 
spite of the fall in the value of the yen and the heavy protective measures of 
the government, the high tariff, and production subsidies. The cause of this 
situation is none other than the paucity of natural resources at home. It is 
said that iron ores, which appear on the import list, can be brought to Japan 
from distant countries very cheaply by the sea route, but other conditions 
are not favourable, especially the dearth of coal suitable for this industry. 
Therefore this country will have to call on foreign supplies of iron for many 
years to come, if it goes on developing its iron-using industries. 

'The same thing can be said with regard to the import and export of 
machinery and parts. Their export has expanded in recent years, but is still 
on a much smaller scale than the import. On the import side, machinery 
and parts together with automobiles amounted to 140 million yen in 1935. 
The amounts so imported have been rapidly increasing, notwithstanding the 
low exchange rate of the home currency. But it is not improbable that this 
country will gradually export more of this kind of commodities than it will 
import because the manufacture of machine goods is not as directly dependent 
on natural resources as the making of iron itself. 

' Sundry manufactures such as pottery, glass-ware, lamps, toys, &c. made 
considerable advances as export industries. This is only natural, because 
they can develop without any special natural resource, if they have an 
abundant supply of labour and electricity. Although these articles may be 
insignificant as individual items, in their aggregate they amount to a large 
sum* Some idea of this fact may be obtained from the following table. 
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EXPORTS FROM JAPAN 
(In thousand yen) 



Articles 


1935 


2934 


1931 


Plaits for hats 


4,615 


8,125 


1,821 


Knitted goods 


50,266 


47,618 


21,176 


Potteries .... 


42,735 


41,877 


19,307 


Glass and glass manufactures 


23,337 


19,454 


6,534 


Rubber tyres and inner tubes 








for cycles .... 


5,240 


5,699 


1,901 


Brushes .... 


6,117 


5,246 


2,279 


Toys 


33,852 


30,386 


9,824 


Lamps and parts 


16,747 


15,696 


7,784 


Hats f caps, and bonnets 


16,284 


17,860 


10,531 


Enamelled ware . 


9,419 


8,050 


2,698 


Cycles and parts thereof (ex- 








cluding tyres) . 


17,436 


18,904 


3,297 


Rubber shoes 


2,699 


3,332 


4,394 


Rubber manufactures (exclud- 








ing tyres, toys, shoes) . { 6,568 


5,216 


1,045 



'It has been already pointed out that the present import trade of this 
country consists largely of raw materials and semi-manufactured goods 
which are used for further manufacturing. Not only do they occupy a large 
proportion of the total imports, but the rate of increase has been very rapid 
in recent years. Raw cotton and raw wool together amounted to 900 million 
yen in 1935, which is more than double the sum of four years ago. Oil-yielding 
materials and iron ores also more than doubled in amount, while crude rubber 
tripled. Pig iron and pulp for paper-making quadrupled. Hides and skins, 
aluminium, lead, zinc, tin, also made remarkable advances. A country which 
is not rich in natural resources must import raw materials in increasing 
quantities, if it is allowed to industrialize itself. 

"We have pointed out that Japan Proper is becoming less self-sufficient in 
its food supply notwithstanding the fact that imports under the heading 
"Food and Drinks" in the import list increased very little. The large and 
growing trade in rice and sugar with the colonies is not mentioned in the 
foreign trade returns. 

'But three food products, namely, wheat, beans, and sugar, are imported 
in large quantities. The cultivation of wheat, which is not the main diet of 
the people, has developed recently at the expense of our barley production. 
The domestic production is just about able to cover the demands of domestic 
consumers. But the Japanese flour-mills must depend on foreign wheat as 
they are doing a large export business in flour. The sugar trade is in a similar 
situation. The sugar industry of Formosa is now able to cope with the home 
demand behind the protective tariff, but cheaper raw sugar from Java must 
be purchased for re-export as refined sugar. 

"One important item for which the country is dependent upon foreign 
supply in increasing quantity is mineral oil. The value of imported crude 
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and refined mineral oil amounted to 143 million yen in 1935. The figure for 
crude oil more than doubled in four years. Of the total consumption of the 
country only 84 per cent, is produced from domestic oil-fields. As con- 
sumption increased with leaps and bounds, while domestic production re- 
mained stationary, the percentage had to drop from 21 per cent, in 1927 to 
the above figure. Unless some other means of obtaining liquid fuel becomes 
available, Japan will continue to be a great market for this article. 

'Export Markets. Asia and North America have always absorbed a very 
large proportion of Japanese exports. Their combined share in 1 935 amounted 
to 74 per cent. The other continents, which are of much less importance as 
a market, were, in order of magnitude, Europe, Africa, Oceania, and South 
America. From 1922 to 1929 North America stood at the top of the list, 
but since 1930 Asia has been in the lead with North America following. The 
expansion of the Asiatic markets in recent years has been so remarkable that 
the value of exports to Asia in 1934 surpassed even that of the record year 
of 1926, and went as high as 1,170 million yen or 54 per cent, of Japan's total 
exports. North America, on the contrary, showed an abrupt drop both in 
its actual value and percentage to the whole. In 1929 it was 43 per cent., but 
in 1934 only 20 per cent. In the same year Africa, which ten years previously 
had been an almost negligible market, took 8 per cent. Exports to Australasia 
are also on the increase but have not yet reached the African figure. Europe's 
part as a market for Japanese goods has never been very large, although it 
used to be very important as a source of imports before the War. In 1934 it 
absorbed 10 per cent, of the Japanese exports. 

'The extraordinary shrinkage of exports to North America is of course due 
to the fall in the price of raw silk, the leading export to the United States. 
Total exports to that country declined in 1934 by 515 million yen or 54 per 
cent, as compared with 1929. But the physical quantity of export decreased 
by only a very small percentage, and even in 1930 and 1931, the worst years, 
it dropped by only 19 and 3 per cent, respectively, as compared with 1929. 
Notwithstanding this reduction in the value of trade, the United States still 
remains the greatest single customer of Japan, taking 21 per cent, of her 
total exports. Besides raw silk the United States bought, in 1935, 29-4 
per cent, of comestibles in tins or bottles, 8-2 per cent, of silk tissues, 15*7 
per cent, of lamps, and 33*9 per cent, of toys exported from Japan. 

' China which used to be the second most important market seems to have 
temporarily lost its position. The total amount of exports sent to China 
stood at round about 20 per cent, of the total for many years, but in 1927 
it began to decrease until in 1934 it stood at 5 per cent. This decrease is 
partly due to the change in the statistical basis of the returns, for Man- 
churian trade is now shown separately. Still, the combined exports to 
China, Hongkong, Kwangtung Province, and Manchoukuo fell heavily during 
1931 and 1932, although they were slightly above the 1929 level. There was 
an abnormal increase in the exports of Manchoukuo, owing to the construc- 
tion work which has been undertaken there during the last three years. In 
1935, 426 million yen of commodities were sold to that country and Kwang- 
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tung Province. On the other hand, the great floods, the civil strife, the 
Manchurian and Shanghai incidents, and the anti-Japanese boycotts have 
dealt numerous blows to Japanese trade in China. The fall of silver prices 
between 1930 and 1933, together with China's imposition of higher tariffs 
after her recovery of customs autonomy, also helped her industries in their 
competition against foreign imports. The silver policy of the United States 
of America not only checked this tendency but led to such a financial con- 
fusion in the Chinese market that the rate of exchange had to be artificially 
stabilized in October, 1934. Japanese exports to China consist mainly in 
cotton tissues but include diverse kinds of manufactures. 

'It is remarkable that Japan's exports to Asiatic markets have greatly 
expanded in spite of this heavy loss in Chinese trade. A few years ago, when 
the anti-Japanese boycott was in operation, it was predicted by some that 
it would be a death-blow to the Japanese cotton industry. Actually, however, 
the shrinkage in the Chinese market was more than compensated for by the 
advance in other countries of Asia, Africa, Oceania, &c. 

'British India absorbed 11 per cent, of the total Japanese exports in 1935, 
Dutch East Indies more than 5 per cent., Straits Settlements and the Philip- 
pine Islands each about 3 per cent., and East Africa and Siam each about 1| 
per cent. 

EXPORTS FROM JAPAN TO CERTAIN COUNTRIES 
(Value in thousand yen) 





j 1931 


1934 


1935 


Index 
1931 = 100 


United States 


425,330 


398,928 


535,389 


125-9 


Kwangtung Province 


65,542 


295,868 


300,269 


458-1 


British India . 


110,367 


238,220 


275,637 


249-7 


Dutch East Indies . 


63,450 


158,450 


143,041 


225-4 


China . 


155,751 


117,063 


148,788 


95-5 


Great Britain . 


51,831 


109,269 


119,458 


230-5 


Manchoukuo . 




107,151 


126,046 


. . 


Australia 


18,406 


64,462 


74,793 


406-4 


Straits Settlements 


| 19,120 


63,320 


48,536 


253*8 


France . 


15,775 


38,318 


42,468 


269-2 


Philippine Islands . 


20,425 


36,460 


48,058 


235-3 


Hongkong 


36,754 


33,497 


49,732 


135-3 


Siam 


4,722 


28,048 


40,258 


852-5 


Holland 


10,097 


17,882 


18,316 


181-4 


Asiatic Russia 


i 14,941 


11,366 


26,181 


175-2 


Canada 


I 13,067 


8,666 


7,977 


60-0 


New Zealand 


1,967 


8,588 


11,305 


574-7 


Chile . 


805 


7,439 


6,647 


825-7 


Uruguay 


! 1*151 


6,964 


5,676 


493-1 


Peru 


j 800 


6.879 


6,961 


870-1 


Hawaii . 


5,625 


5,526 


7,242 


128-7 


Mexico . 


666 


4,009 


5,465 


820-6 


Brazil . 


642 


3,064 


5,926 


923-1 


French Indo- China 


1,710 


2,654 


4,021 


235-1 
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'Sources of Imports. As sources of supply to Japan, Asia and North 
America are the two most important continents, each sending about 35 per 
cent, of this country's imports. For a long time, Asia had been the chief 
supplier of goods, but as the imports from North America grew quickly after 
the outbreak of the Great War, Asia's part fell in percentage. This change is 
largely due to the fact that cotton manufacturers of this country succeeded 
in spinning finer yarns which required American cotton in increasing quanti- 
ties. Of the raw cotton purchased by this country in 1935, 52 per cent, in 
value came from the United States, 36 per cent, from India, and 6 per cent, 
from Egypt. Europe's position as a supplier, which used to be very impor- 
tant, fell abruptly during the War and has never recovered its pre-War level. 
The figure stood at 387 million yen in 1927, dropped to 199 million in 1931, 
and rebounded to 357 in 1935. The percentage in 1935 was 14 per cent. 
North America, which used to come next to Europe until 1914, changed 
places with her and recently it has even surpassed Asia at times. Although 
the import of manufactures from Europe has not decreased, the import of 
raw materials from other continents developed rapidly. While Oceania, 
Central and South America, and Africa are of less importance than the other 
three continents, the recent growth of our import trade from them has been 
very remarkable. Their shares in 1935 were respectively 10 per cent., 0-3 
per cent., 1-7 per cent., and 28 per cent. In 1930 Oceania occupied 6-36 per 
cent., South America 0*4 per cent., and Africa 1-5 per cent. 

"Looking at this trade with respect to individual countries, we find the 
United States at the top of the list. In the last few years she has supplied 
about one-third of the total Japanese imports. Japan has become one of the 
largest customers of that country, being surpassed only by Great Britain and 
Canada, and taking 8*4 per cent, of her total exports. This development is 
chiefly due to the demands of the Japanese cotton industry. But, in addition 
to cotton, the United States provides 76 per cent, of crude and heavy oil, 
31 per cent, of hides and skins, 41 per cent, of pulp for paper-making, 53 per 
cent, of manufactured iron, 95 per cent, of automobiles, and 37 per cent, of 
machineries imported into Japan. 

'The next most important supplier of Japan is British India. Her share is 
about 12 per cent. Here again cotton is the chief article, representing 86 per 
cent, of her total exports to Japan. Cotton comprises 15 to 20 per cent, of all 
Indian exports and Japan's purchases, taking an average of six years from 
1927, reached 44 per cent, of this important trade. Since the IndoJapanese 
trade conflict three years ago, Japan's purchase of cotton has been increasing 
rapidly. Thus the total amount of our purchases was 91 million yen in 1932, 
168 million hi 1933, and 259 million in 1935. The next main import from 
India is pig-iron. 

' It may surprise many readers that, if we separate the imports from China, 
Manchoukuo, and the Kwangtung Province into individual classifications, the 
third important country in the Japanese import trade is now Australia. 
Imports of wool, wheat, and other commodities from Australia amount 
to some 200 million yen which is 8*6 per cent, of the total amount of imports. 
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Of the aggregate value of wool bought by this country, 94 per cent, comes 
from Australia, 2 per cent, from New Zealand, and 1 per cent, from South 
Africa. South America's share is at present still negligible. Although the 
government is encouraging sheep rearing in Japan proper and in Korea, it is 
neither intended nor conceived as possible to increase the domestic wool 
production to any such amounts as might affect the trade with other countries. 
On the other hand, the Japanese trade is very important to Australia, as 
30 per cent, of her exports consists of wool, and this country recently became 
the second largest buyer of wool in the Australian market. Great Britain is 
still the principal buyer, but Japan, with her population of 70 million, will 
some day consume as much as, if not more than, Great Britain. 

'The principal countries from which imports come, other than the three 
countries mentioned above, are Manchoukuo and China. These two countries 
together with the Kwangtung Province sell to this country more than 300 
million yen worth of commodities and their combined share in the Japanese 
import reaches 13 per cent, or little more than British India. Japan buys 
a large quantity of bean, bean-cake, and oil-yielding materials from the two 
countries, and also beef, hides and skins, iron-ores, and vegetable fibres from 
China and coal and pig-iron from Manchoukuo. China, notwithstanding the 
effects of the anti-Japanese boycott, sends no less than one-third of her 
exports to Japan. Japan is China's largest customer. If China can succeed 
in improving her agriculture, there is no doubt that she will find an expanding 
market in Japan. 

"Among the other countries selling commodities to Japan, Germany occu- 
pies about 5 per cent., Great Britain and the Dutch East Indies each a little 

IMPORTS INTO JAPAN FROM CERTAIN COUNTRIES 
(Value in thousand yen) 



United States 
British India 
Australia 
Manchoukuo 
China . 
Great Britain 
Dutch East Indies 
Straits Settlements 
Canada 
Asiatic Russia 
Kwangtung Pr< 
Philippine Islands . 
France 
New Zealand 
Holland 
Hongkong 
Siam . 





1931 


1934 


1935 


Index 
1931=100 




342,290 


769,359 


809,665 


236-5 




131,165 


291,960 


308,425 


231-6 


. 


113,337 


197,758 


235,128 


207-5 






164,211 


191,005 






145,697 


119,673 


133,818 


91-8 




63,335 


70,037 


82,160 


129-7 


idles 


46,081 


63,464 


78,187 


169-7 


lents 


21,858 


63,320 


40,648 


186-0 




35,673 


54,094 


52,531 


147-3 




30,881 


32,753 


3,401 


11-0 


rovince 


90,165 


27,280 


26,617 


28-3 


mds. 


8,988 


18,891 


23,949 


266-5 




12,399 


18,300 


19,809 


159-8 




1,440 


11,594 


6,364 


441-9 


, 


2,885 


3,652 


6,873 


203-6 




499 


1,481 


2,836 


568-3 




6,792 


1,540 


5,458 


80-4 


:hina 


6,381 


10,621 


15,011 


235-2 
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over 3 per cent., the Straits Settlements, Canada, and Egypt each around 
2 per cent, of the total imports. The Straits Settlements and Egypt only 
recently entered the list of principal countries : the former owing to the new 
trade in crude rubber and the latter to the development of cotton exports. 
On the other hand, the import from the Dutch East Indies declined for a 
time as Japan's demand for sugar has been met by Formosa in increasing 
quantities. But it is now regaining its former position by sending other kinds 
of tropical products.' 

Japanese members, both in their data papers and in their remarks at 
the round table, maintained that there had been a great deal of 
misapprehension and even misrepresentation in foreign countries about 
the real causes of Japan's export boom and on several occasions were 
at some pains to point out factors that were frequently overlooked by 
foreign observers. In the first place they stressed the fact that Japanese 
exports for all their remarkable increase since 1931 still formed, in 
1935, only a small percentage of world exports. Again, as is mentioned 
in the above quotation, Japan's trade is only now climbing back in 
value to the post- War peak level, and that in spite of a 20 per cent, 
growth in population. 1 The causes of the expansion which seemed to 
them most fundamental were described as follows in an opening state- 
ment by one of their members : 

'First, the rationalization of industries must be considered as one of the 
important factors. As is generally known, Japan has been suffering since 
1920, and especially since 1927, from severe economic depression. During this 
period her industrial corporations, by enduring many hardships, contrived 
to rationalize and re-organize methods of production and marketing. Through- 
out the depression period Japanese corporations, either by abandoning divi- 
dends, writing off capital investment, or by enduring various other sacrifices, 
achieved successful re-adjustment in the various spheres of industry. And 
so, when a change of Government in 1931 brought about a policy of inflation 
to replace the policy of deflation to which the outgoing administration had 
adhered, Japan's industries found themselves fully prepared for the new 
condition. This fact is partly responsible for the tempo with which Japanese 
goods rushed into foreign markets. 

'Secondly, technological development invention and improvement of 
mechanical equipment gradually enabled Japan's industries to supply 
themselves with their own machinery. A good example of this is clearly 
discernible in the weaving industry. As the third cause, exchange deprecia- 
tion should be mentioned. The depreciation of the yen resulted from the 
fact that the yen had theretofore been over-valued, and was now adjusted 
by a natural, economic process to its justifiable value. This situation was 

1 For a more detailed expression of Japanese opinion see the paper by K. Takahashi, 
Factors Affecting the Recent Industrial Development of Japan, printed below, Document II. 
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not, as is sometimes alleged, brought about either artificially or deliberately. 
The fourth cause is that industrial organizations have been strictly adhering 
to principles of sound finance exemplified in the cotton spinning and rayon 
industries. The following figures will clarify the fifth cause which is labour 
efficiency: in 1920 there were required 106 males or 344 females to operate 
10,000 spindles hi the textile industry, and the annual per capita production 
was 12-7 bales. In 1035 the same number of spindles required only 25 males 
or 160 females, and the per capita annual production was 23*7 bales, almost 
double the preceding amount. 

'The development of Japan's export trade has been over-emphasized in 
popular thinking, and has often been wrongly interpreted. According to 
recent studies made by the League of Nations, Japan's exports amount to 
but 4*44 of the total volume of world exports. This figure is practically the 
same as those for Canada, Holland, and Belgium. Now, bearing in mind the 
fact that Japan's population is ten times as large as that of any of the above- 
mentioned countries, the development of Japan's industries must be recog- 
nized as a necessary means of preserving her livelihood. Hence, it should be 
obvious that Japan's export trade cannot be considered as unduly expanded ; 
rather it is to be recognized as a natural and inevitable consequence of the 
growth of her economic capacity. The Japanese nation, though one of the 
oldest in the world, has but a short history of about a half century since it 
made its de*but on the stage of world economy. Consequently, Japan has 
had to make tremendous efforts in order to keep pace with other advanced 
countries of Europe and America. These efforts, moreover, have always been 
made with two objects in view ; one is to feed and clothe her rapidly growing 
population ; and the other is to contribute towards the promotion of human 
welfare in co-operation with other leading powers of the world. 

'In addition, there is another fact which should not be overlooked in 
connexion with the growth of Japan's export trade. Japan has always been 
a debtor country since the beginning of her economic contact with foreign 
countries. And she has never failed to carry out her obligations in this 
respect. It is of interest to examine the proportions which the amounts 
required for payment of foreign debts plus the value of imported foodstuffs 
and raw materials bear to the value of Japan's exports. The figures show 
that with foreign debt obligations to be met an obligation which Japan 
has never shirked and with tremendous expenditures necessary to import 
food and raw materials for her growing population, Japan's apparent rapid 
growth in exports is the inevitable result of her determination to meet her 
obligations to her own people and to maintain her integrity and position 
among the Powers. And in these figures will be perceived not only Japan's 
efforts to serve her internal problem but also her spirit of co-operation and 
her faithfulness towards her external obligations. I should add, however, 
that whenever the growth of her export trade might be considered as colliding 
with the interests of another nation, Japan would always be prepared and 
willing to collaborate with that nation in a most friendly manner for the 
sake of attaining a solution which is most advantageous for both parties.' 
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W eatern Points of View. 

There was little disposition on the part of foreign members to quarrel 
with this analysis. On the contrary it was acknowledged by most that 
there was no real ground for complaining about Japan's expanding 
exports as such. They were recognized as a necessary outgrowth of 
Japan's increasing population, skill, and industrial organization, and 
even in those markets where cheaper Japanese goods were crowding 
out established products of Western factories it was admitted that 
Japanese enterprise had brought benefits to native populations suffer- 
ing from reduced incomes because of the slump in prices for primary 
products. Nor indeed was there objection to competition as such, but 
rather to the uncontrolled and disturbing manner in which it was 
allowed to make itself felt and to the unprecedented (and apparently 
unwarranted) speed at which Japanese exporters were dislocating 
western channels of trade. This point, repeatedly stressed in subse- 
quent discussions, was first put forward by the leader of the United 
Kingdom group at the opening session of the Round Table. 

'We recognize ', he said, 'that there is a great and human right of a nation 
to develop and expand in such a way as will enable her to meet the legitimate 
demands of her people for a higher standard of life. It is the point of view 
as to whether that is the true objective of Japan that makes the neces- 
sity for frank consideration of this question. The extraordinary tempo of 
Japan's advance impresses all of us. No nation in history has ever achieved 
such an acceleration as has been achieved by Japan. The question is whether 
or not it is the best thing to force such a tremendous increase, because ulti- 
mately the purchasing-power of the dislocated markets is lessened and instead 
of reaching the objective you have set for yourselves, you will find yourselves 
and your people still beset by many of the difficulties of which you complain 
to-day. As one of our group has put it, " What we find difficult is that you 
are rushing like a bull in a china shop into world markets." 

* On the subject of raw materials, our point of view is that we want Japan 
to have proper access to the raw materials which she needs and to have the 
right to secure the means of payment for these. But is this race of hers for 
raw materials the only method of obtaining them ? Let us measure how 
much of the expansion of the purchase of raw materials is for the sole purpose 
of industrial development or how much for provision of war materials and a 
preparation of a much bigger campaign than could be needed for expansion. 
The total charge for military expenditure for the year 1932 was 442 million 
yen and in 1935-6 the charge to the ordinary budget was 1,230 million, 
nearly two and a half times the expenditure for armaments than had been 
the case only 5 years before that. If you look at the figures for 1934-5, 
46 per cent, of the whole budget revenue was being expended on the fighting 
services of Japan, and in 1935-6 it was over 50 per cent, of the total revenue. 



JAPAN 65 

If loan-revenue be ignored, the ratio of military expenditures to ordinary 
budget revenue was about 75 per cent, in the year 1934-5. 

'So we must ask how much of this drive is for expansion and how much 
in the interests of the industrial workers, and how far it springs from some 
other motive. Many people have said that it is not merely the economic 
urge which is behind this growth but that there is a national purpose in 
Japan to-day which explains this particular campaign. ... It may be said 
that if the Japanese are doing this, they are doing no more than what has 
been done hi the past by western countries. Our answer to this is that they 
ought to have learned enough to avoid the mistakes which nations have 
made in the past. 

"Regarding expansion and export trade, I may say that given proper 
means of conciliation and trade agreements, we see nothing fundamental to 
object to. It was, however, this great expansion for raw materials on the 
part of Germany which led up to the last war, but after the War Germany 
became our largest customer in Europe, so looking back on that we have no 
fear of expansion in Japan, provided it is not going to rebound on the Japa- 
nese themselves. ... If Japan's objective is purely to raise the standard of 
life of the Japanese people, I am certain that we shall be able to arrange 
conciliation and trade agreements and generally come to a satisfactory 
understanding. On the other hand, if there is some imperialistic motive 
behind it, I feel that it would be well for the Japanese to realize that there 
may be very great disaster in that. There is a point beyond which you may 
find the policy goes too far, which would put then* nation in a lonely position 
that we would not like to see. We would say that if they are going to rely 
upon themselves, almost certainly there will ultimately be a combination 
against them. I am one of the last that wants to see that happen. We British 
have a great friendship for the Japanese people. We cannot easily forget the 
service they rendered us in 1918 and we wish for mutual understanding and 
a lasting peace, but this can only be had if we really get down to conciliation, 
trade understanding and good fellowship, and do not disturb other nations in 
an unnecessary degree.' 

A further point brought out by British members was that the disrup- 
tion of markets was often brought about by Japanese competitors so 
suddenly or in such an unorganized manner that regular channels of 
trade were completely lost. Japanese merchants would, for instance, 
suddenly introduce a line of goods in a colonial market at a price which, 
despite differences in quality, would make competition impossible, and 
which the Japanese themselves would shortly find to be uneconomical. 
They would later withdraw from this particular line of competition, but 
it was then found by Western traders that once having adopted the 
new low-price standards of Japanese goods the consumers could not be 
persuaded to return to their old purchases of Western goods. Thus 
it was not merely a quantitative but a qualitative change the 
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transformation of the character of demand that was brought about. 
This was done sometimes under such conditions of unnecessarily intense 
competition as to bring serious loss to the Japanese producers them- 
selves. As an illustration of this a British member drew attention to 
the following passage in a Japanese data paper on the rubber-goods 
industry : 

"The number of cemented-rubber toy factories around Tokyo in 1931 did 
not exceed three or four. In 1932-3 this number became 40 after a rapid 
growth. Cut-throat competition became inevitable and failures or suspension 
of business followed one after another, so that in 1934 there were just slightly 
over 30 factories still in business. And what is more those factories which 
are really realizing a profit can be counted on the ten fingers of the hands. 
During that time the price of the manufactured articles tumbled to new 
low levels, despite the fact that the price of crude rubber had quintupled. 
The prices of these rubber toys fell to a third of their former selling-prices. 
The foregoing is an extreme example, but it can be seen that the industry is 
one in which extreme fluctuations occur and oscillations from vast production 
to complete failure are not uncommon. 

'The fact that reckless competition was carried on is manifested in the 
export phase of the industry. Notwithstanding the fact that goods might 
have been sold abroad for higher prices, they were often sold at unbelievably 
low prices because of the fierce competition between the manufacturers at 
home. This was the seed of the Japanese rubber goods export expansion 
which overwhelmed all competitors in foreign markets and which drove the 
high-priced American-made rubber articles almost entirely from the East- 
South Seas market. Various foreign countries at this time, however, assumed 
an united attitude of boycotting Japanese rubber goods, raising tariff barriers 
or restricting the amount of imports. Japanese rubber goods which met this 
ill fate were numerous and the financial loss resulting therefrom being ex- 
tremely great, many of the factories had either to suspend business or dissolve 
entirely. 

'It was in order to stop this state of affairs that the control of production 
by the manufacturers' associations, and the restriction of exports by the 
exporters* associations came to be adopted and enforced. The number of 
articles which have been subjected to this control is still limited and the 
effect of the control has not been satisfactory as yet. The industry has yet 
to see a complete obliteration of wanton cut- throat competition.' 

Examples of similar uneconomic competition were also noted in the 
case of certain classes of cotton goods and of miscellaneous articles such 
as electric lamps. The condition arises not from systematic attempts 
at dumping nor accidentally from the depreciation of the currency 
(which often greatly increased the cost of the raw materials), but from 
the internal disorganization of the industries themselves. The Japanese 
Government, far from encouraging the manufacturers to dump their 
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products abroad at the lowest possible prices, as has sometimes been 
asserted by disgruntled competitors, has usually had to step in and 
establish control schemes in order to raise and stabilize prices of 
exports. But though the Government through the export guilds has 
done much to bring order into the marketing of goods produced by 
small-scale enterprises and has thus removed part of the cause for 
complaints from abroad, the general problem of competition, especially 
in textiles, remains a serious one. 

The Effects on Lancashire. 

How serious it is for Lancashire was well stated by a British member. 

'Before the War, Lancashire was exporting 75 per cent, of its cotton goods. 
Five-sevenths of that trade is now gone. About 15 million spindles have been 
scrapped, and 10 million are standing idle with very little prospect of being 
started again. Translated into human terms, this means, though the figures 
are not very recent, about 160,000 surplus industrial workers in Lancashire, 
the great majority of whom would be cotton operatives. It is hard to tell 
us that we can turn these into other industries. There are immense difficulties 
in shifting such skilled labour, since the work is very specialized, and requires 
great manual dexterity, involving a long period of training which makes it 
very hard for cotton mill workers to adapt themselves to other occupations. 
Why does Lancashire find itself in this state of affairs ? Certain world factors 
are very important, for example, the economic depression throughout the 
world. Part of the depression in the world cotton trade is due to uncontrol- 
lable forces, such as the general slowing up of population growth and certain 
accidental causes such as the reduced purchasing power of primary producers, 
and the invention of rayon in general, the ever-growing spread of indus- 
trialization to new countries, both in the East and in the West. This develop- 
ment was an inevitable one, but the Japanese situation has made it more 
serious. 

* Roughly one-third of Lancashire's loss was Japan's gain. If we take 1927 
as the beginning of Japan's attack on Lancashire's cotton trade, we find that 
Lancashire's export of cotton goods fell from 4,000 to 2,000 million square 
yards, and Japan's rose from 1 ,400 to 2,800 million. This can only be explained 
by differences in selling prices between Japan and Lancashire. Japan is able to 
lay down certain piece goods at prices which are below even the bare manufac- 
turing prices in Lancashire. In some classes of goods, expenses after manu- 
facturing amount to one-third to one-half of the selling price. We have to 
remember that a very considerable proportion of the final cost of producing is 
due to factors over which industry has no control at all, i.e. freight, insurance, 
rate of wages in ancillary industries, including cost of marketing, &c. Over the 
course of eight years Lancashire has lost hah of her trade, while Japan has 
doubled hers. In British colonial markets, which represent about one-tenth 
or one-twelfth of Great Britain's total market for cotton goods, the position 
may be typified by two cases: in the case of Ceylon, the percentage of total 
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imports of cotton goods from Great Britain was 48 per cent, in 1929 and 
15 per cent, in 1934 ; from Japan, it was 14 per cent, in 1929 and 67 per cent, 
in 1934. In the case of Malaya, the percentage of total imports of cotton 
goods from Great Britain was 51 per cent, in 1929 and 17 per cent, in 1933. 
From Japan, it was 20 per cent, in 1929 and 68 per cent, in 1933. India is a 
very important market indeed for British goods. The figure for cotton goods 
(in millions of linear yards) imported from Great Britain was 3,104 in 1913- 
14 and 512 in 1935 ; from Japan, it was 9 in 1913-14 and 556 in 1935. 

'The Dominions market is also very important, but here, perhaps because 
of the Ottawa Agreements, imports from Great Britain have been going up. 
But in particular cases, such as Australia, we have a situation where Japan, 
being a customer for primary products, is pressing very strongly that the 
Dominion should divert purchases of manufactured goods from Great Britain 
to Japan. We thus stand to suffer further considerable damage from Japanese 
competition. 

'I would emphasize one further point with reference to the factors under- 
lying this competition : namely that the cheapness of Japanese labour in the 
cotton textile industry is due to a very large extent to the use of female 
labour which forms over 80 per cent, of the whole, and the use of young 
women from the country who come to the factories for only a few years. 
This system is entirely unlike that of Great Britain and other western coun- 
tries. It may be a perfectly good system for Japan. Indeed, I am assured 
that the wages earned by young women of that age employed in England in 
"blind-alley" industries, such as match making, are very little higher than 
in Japan. Nevertheless, our social conscience and legislation prevent us from 
employing that transient class of labour in the British cotton industry. This 
is no moral criticism of the Japanese, but it is an important factor in the 
problem of competition/ 

The tendency on the part of some members to speak of Japanese 
exporters bursting into other people's territories was called in question 
by others. In matters of trade, they urged, goods do not 'force* them- 
selves automatically into a new market. They enter because people, 
either importers or consumers, have a desire for them and translate 
this into an effective demand. The ultimate test in the commercial 
world was surely expressed by the consumers' preferences and pur- 
chases, and by this test the evidence suggested that Japanese exporters 
were doing a better job than their British competitors in giving the 
consumers the kind of goods they wanted at a price they could afford to 
pay. By this token the real culprits were not the Japanese but the 
British, French, Dutch, and American interests who had declined to 
compete on equal terms and had instead taken refuge in government 
action resulting in quotas and special tariffs thus preventing the 
consumers, especially depressed native populations in colonial terri- 
tories, from benefiting as they might from low-priced goods. 
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This laissez-faire view was further developed by an American mem- 
ber, who pointed to the danger of considering such a thing as Japanese 
competition in terms which suggested that it implied a struggle between 
nations when in reality the conflict was between certain types of vested 
interests, whether manufacturers' or workers' organizations. In econo- 
mic terms the present agitation over Japanese competition simply 
reflected the type of struggle which had often occurred before in 
the economic history of the West. In such cases an established and 
often obsolete or unprogressive type of industrial organization and 
management would use all the means at its disposal, including moral 
condemnation, patriotic propaganda, and government protection, to 
oppose the progress of a new and more technically efficient or better 
organized group of competing industries. The accidental fact that the 
new rivals happened to be in another country like Japan merely put 
another weapon in the hands of the propagandists, but did not really 
alter the nature of the problem. By way of illustration he referred to 
the competition between the older New England branch and the new 
and cheaper Southern branch of the American cotton textile industry 
where similar controversy had raged with the same charges of unfair 
methods and low labour standards against the new competitors. In 
the negotiations over the Cotton Textile Code under the N.R.A. the 
authorities had been confronted with the same arguments as are now 
heard in discussion of the alleged Japanese menace, and the same 
interests which oppose Japanese competitors on high moral grounds of 
protecting the American worker against sweated Oriental labour had 
no hesitation in using the opposite argument of protesting against the 
rigidity, the obsolescent methods and the high labour costs of New 
England when they had the opportunity to use cheap and unorganized 
labour in South Carolina. Furthermore, he maintained, experience had 
always proved that the agitation aroused by the interests affected 
always exaggerated the magnitude of the problem and ignored the 
fact that automatic adjustments soon take place. In the case of the 
Japanese boom, for instance, there was already evidence to show that 
the intensity of the competition in foreign markets was beginning to 
diminish. 

This interpretation was immediately criticized by British members 
as being too generalized. They felt that the analogy of the American 
cotton industry was of doubtful validity. The plight of the distressed 
areas in Lancashire was truly a matter of national concern in England 
and not merely a talking point for vested manufacturing interests. In 
certain respects the Lancashire industry was no doubt inefficient and 
further reform and rationalization were needed, but at the same time 
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it was quite incorrect to assume that inefficiency was a characteristic 
of the industry as a whole. It was equally wrong to assume that the 
Japanese industry was highly efficient in all its branches, when many 
sections of the weaving industry, especially in the smaller enterprises, 
were notoriously inefficient and badly organized. Besides that, the fact 
had to be faced that in the modern age industrial adjustments involving 
so many organized workers would no longer be permitted to come about 
through the crude forces of free competition. Protection of standards 
of living was a very real element in the formation of public policy, and 
it was inevitable that nations would take whatever means lay in their 
power to achieve that end. If the British were doomed to extinction as 
an industrial nation, as so many seemed to think, then there was 
nothing surprising in their determination to die as slowly as possible. 

There could be little objection to this view concerning the protection 
of British cotton workers, but some members expressed doubts as to 
whether it served as a sufficient justification for the British action in 
imposing artificial quota restrictions on the import of Japanese goods 
into the Crown Colonies. They regarded such restrictions as very 
different in character from restrictions on Japanese imports into Eng- 
land, for the Crown Colonies had by tradition, at least up to the time of 
the Ottawa Conference in 1932, maintained an Open Door policy. The 
present quotas, however, were obviously aimed especially at Japanese 
goods even though they did not involve the use of discriminatory tariffs. 
Still more important, the quotas meant a considerable loss of purchasing 
power to the native populations for whom cheap Japanese goods were 
admirably suited. Even from a business standpoint, according to cer- 
tain Japanese members, it was doubtful whether the quotas were a 
good thing, for in many instances Japanese goods had not taken away 
established Western business but had created an entirely new class of 
consumers who had previously been unable to afford imported goods at 
the prices then current. These consumers, once having acquired the 
habit of using imported goods, would in time tend to purchase more 
and dearer varieties including those of Western manufacturers. Thus, 
the Japanese, far from destroying markets, were in the long run really 
creating or enlarging them. British exporters had complained about 
the dislocation caused by the inflow of cheap Japanese goods, but they 
ignored the equally great dislocation caused by the fact that agricul- 
tural and raw material prices during the depression fell much more 
than industrial prices and by the fact that most colonies, being primary 
producers and debtor countries, had to give a much larger proportion 
of their exports to pay interest and other foreign charges. The low 
prices of Japanese manufactured goods, however, provided an effective 
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means of remedying this dislocation of agricultural and industrial 
prices. The British colonial quotas, in the Japanese view, provided no 
remedy for the colonies as a whole for they simply restricted the total 
consumption. Thus between 1934 and 1935 Japanese exports of cotton 
goods to Ceylon were reduced from 41 to 5 million square yards because 
of the import quota with a resulting rise in prices and increasing com- 
plaints from consumers. In West Africa even British merchants com- 
plained that their profits were reduced because of the reduced volume 
of sales resulting from the quota. There was perhaps something to be 
said for quotas or other special trade agreements as a method of protect- 
ing the internal market of a producing country, but in territories where 
there are no domestic industries and where prices of primary products 
are depressed, a system of import restriction was illogical and harmful 
to both local and world recovery. 

These views appeared to command a good deal of support, and even 
some British members were inclined to treat the colonial quotas as 
regrettable but necessary products of a deranged system of world trade 
rather than an intrinsically desirable device. Perhaps the main thing 
to be said in their favour and against the Japanese argument of reducing 
prices of manufactured imports to meet depressed agricultural prices 
was that for good or ill the United Kingdom like the United States was 
attempting to follow a policy of attaining economic recovery and price 
equilibrium by raising the price level, especially that of agricultural 
products. The theoretical justification for this type of 'levelling-up' 
rather than the Japanese plan of ' levelling-down ' was that most colonial 
territories were suffering from a burden of private and public debts the 
real weight of which was now much heavier because of the slump and 
could only be lessened by a policy of raising agricultural prices. The 
'levelling-down' method could restore real equilibrium only if it were 
accompanied by drastic reductions in fixed charges such as interest, 
remittances and rent, as was done for example in the Australian 
recovery programme; but, because many of these obligations were 
fixed by contract, the adjustment could be made only very slowly or 
by the destructive method of bankruptcy. 



OBSTACLES TO JAPAN'S EXPORT TRADE 

The foregoing discussions may give the impression that Japanese 
exports have now broken through all barriers and are now swamping 
all the main Pacific markets. Japanese members, however, soon made 
it clear that from their point of view the ominous fact confronting them 
is a mounting wall of almost insuperable tariffs and other import 
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restrictions, the effect of which has already been to create serious 
recessions of certain Japanese exports not only in the comparatively 
small British colonial markets of Africa and the West Indies but in 
such formerly and potentially important territories as the Netherlands 
Indies, India, China, Australia, British Malaya, and Egypt. It is true 
that for the seven months of 1936 the total value of Japanese exports 
is still slightly above the corresponding figure for 1935, but the previous 
rate in increase has been greatly retarded, and to some countries, 
notably China, India, Netherlands Indies, France, Egypt, and Argen- 
tina, there has been an absolute decrease. It is also perhaps significant 
that the total exports of certain commodities such as flour, cotton piece- 
goods, silk piece-goods, and raw silk have shown a decline in value 
from the 1935 figures the first actual recession, in some cases, for 
several years. How far this slowing up of the export boom can be 
attributed to the direct effects of trade barriers and how far to internal 
factors such as rising prices of raw materials imported by Japan or 
price-control measures by the Japanese themselves cannot be definitely 
stated, but there can be no denying the severity and range of the barriers 
which Japanese goods must now face. This was a fact acknowledged 
by non- Japanese members even while they were stating the case for the 
foreign protests against Japanese competition. The following extract 
from a Japanese data paper furnishes a useful summary of the more 
important restrictions imposed in recent years and of the adjustments 
Japan must contemplate in consequence. 

'While Japan has achieved a remarkable trade expansion in the dwindling 
world markets since the reimposition of gold embargo at the close of 1931, 
she has had to encounter many kinds of stringent trade barriers in a large 
number of countries. The development of foreign trade is an essential requi- 
site to Japan when she seeks, as she does, to solve the population problem 
by the industrialization of the country, and yet just at the time when Japan 
sought to expand her trade overseas, the financial and industrial structure 
of the world had been seriously undermined and all the rest of the countries 
erected various barriers against Japanese manufactures. If world economic 
conditions had been in a more normal state, Japan, with other industrial 
countries, would not have been grudged a share in an expanding world 
market. As it was, however, Japan's expansion, even though it is not really 
big, has attracted special attention; it has given rise to the accusation of 
"exchange dumping" or "social dumping". In consequence, steps have been 
freely and openly taken by foreign countries to exclude imports of Japanese 
goods. 

'But at the same time, Japan is not in a position to establish a bloc 
economy within the territory of her own empire so as to be free from the 
insecurity of foreign markets. Even if Manchoukuo were to be brought 
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within such bloc economy, Japan would hardly be able to satisfy her econo- 
mic demands unless the markets of other countries were accessible to her. 

'The trade barriers in the main markets for Japanese goods before 1932 
were not specifically designed to check Japan's advance, but merely consisted 
either of the general tariff increases of a protectionist character due to the 
world depression or of the control of foreign exchange as attempted by 
countries like Turkey, Iran, or the Latin American countries in order to 
restrict imports from foreign countries as a whole. But after 1933, especially 
in 1934 and 1935, one country after another resorted to high tariffs, import 
quotas or import-licensing regulations, or exchange control with the specific 
objective of excluding imports from Japan. 

'Among the discriminating tariffs against Japanese goods, the most notable 
are the exchange compensation duties and dumping duties as erected against 
the depreciated yen and low wages in Japan, respectively. The former have 
been adopted since 1932, by the Philippine Islands, French Indo-China, 
South Africa, Canada, France, Italy, and others. In South Africa, especially, 
the extent to which such a duty was applied had gradually been widened, 
and in Canada, for some time until the conclusion of the new trade agreement 
between Canada and Japan in June, 1936, the basis of duty was computed 
at mint par, practically resulting in an exceptional increase in the rate of 
duty. The chief examples of dumping duties are the South African duty on 
Japanese cement and United States duties on Japanese rubber boots and 
shoes and electric lamps. Further, there has been the Canadian surtax of 
33 J per cent, on all imports from Japan, emerging after the breakdown of 
the negotiations between the two countries, and the additional exchange 
compensation duty imposed by the Egyptian Government on Japanese 
goods soon after their notification of the abrogation of the Trade Convention. 
In view of the fact that the countries constituting the British Empire have 
become important markets for Japan's exports, the growing tendency 
throughout the Empire to apply a preferential duty in favour of British goods 
has proved a particularly serious blow to Japan. Lastly, one of the charac- 
teristic tendencies of the last few years has been the spread of the double 
tariff system, a weapon used by a country against another from which it 
buys more than it sells as a means of adjusting the "unfavourable" trade 
balance. Since 1934, this system has become popular among countries like 
Haiti, Cuba, Ecuador, the Argentine, the Union of South Africa, <kc., and 
all of them have applied the highest rates to imports from Japan. 

'Import quotas, import-licensing systems and other new devices of import 
restrictions are now such universal phenomena that countries not adopting 
one or the other of these measures constitute the exceptions. Particularly as 
regards the import restrictions on Japanese goods, the number both of the 
countries which have adopted these restrictions and of the items on which 
these restrictions have been imposed has increased considerably. As notable 
examples, we might mention the import quota as applied to Japanese cotton 
piece-goods which is contained in the Indo-Japanese Trade Convention of 
1934, and a series of the Emergency Ordinances for Restriction of Import in 
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the Netherlands Indies, which have been applied after 1933 to almost all of 
Japan's main exports to that country, including textiles, miscellaneous 
goods, metal ware, and other items, 40 in all. Exports of Japanese cotton 
piece-goods to the Philippines, too, have been restricted. Certainly some of 
the import restrictions resorted to by the Latin American and African 
countries have been intended to check Japanese expansion. Last, but far 
from least, there is the quota regulation which has been applied to cotton 
and rayon tissues by the British colonies after the failure of the Anglo- 
Japanese trade talks in 1934. At present this quota is in practice in all the 
British colonies in Asia, the Mediterranean, Africa, West Indies, and America. 
'A general idea as to how Japanese goods are being shut out in world 
markets, may be obtained from the following list, current as at January, 
1936, of the countries in which import quotas of one kind or another were in 
existence and of the countries in which tariffs have been increased since 1934. 

COTTON TISSUES 

Import quotas'. India, the Netherlands Indies, Turkey, Iran, Indo-China, 
the Philippines, Holland, Sweden, Italy, Poland, Rumania, Czechoslovakia, 
Austria, Lithuania, Greece, Portuguese Angola and Mozambique, French 
West Africa, British Malaya, British Guiana, Trinidad, Malta, Sierra Leone, 
Barbados, Peru, Ecuador, Uruguay, Colombia, Cyprus, Jamaica. 

Tariff increases: The Netherlands Indies, Syria, Turkey, Czechoslovakia, 
Finland, Portuguese Mozambique, Morocco, the Union of South Africa, 
Egypt, East Africa, Chile, Argentina, Salvador, Canada, Cuba, Australia. 

SILK TISSUES 

Import quotas: The Netherlands Indies, Belgium, Poland, Italy, France, 
Lithuania, Sweden, Holland, Portuguese Angola, French West Africa, 
Ecuador, Cyprus, Uruguay, Colombia. 

Tariff increases: India, East Africa, Sudan, West Africa, the Union of 
South Africa, Great Britain, France, Australia, Canada, Argentina, Salvador, 
Cuba. 

EAYON TISSUES 

Import quotas: The Netherlands Indies, Belgium, Holland, Germany, 
Sweden, Italy, France, Rumania, British Malaya, British Guiana, Trinidad, 
Barbados, Malta, Equador, Uruguay, Colombia, Cyprus. 

Tariff increases: India, France, Sudan, Egypt, the Union of South Africa, 
Australia, Canada, Argentina, Cuba, Salvador. 

KNIT GOODS 

Import quotas: France, Holland, Belgium, Lithuania, Italy, French West 
Africa, Ecuador, Uruguay, Colombia, Peru. 

Tariff increases: India, Egypt, Sudan, the Union of South Africa, West 
Africa, Canada, Argentina, Salvador. 
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RUBBER BOOTS AND SHOES 

Impart quotas: Turkey, Belgium, Holland, Poland, Italy, Denmark, Uru- 
guay, Colombia. 

Tariff increases: Italy, Belgium, Lithuania, Norway, West Africa, Canada, 
Argentina, Salvador. 

CHINA AND EARTHENWARE 

Import quotas: Turkey, Iran, the Netherlands Indies, Afghanistan, Hun- 
gary, Poland, Rumania, Greece, Holland, Belgium, France, Italy, Bulgaria, 
Austria, Denmark, Uruguay, Colombia. 

Tariff increases: India, Indo- China, Holland, Finland, Sweden, Germany, 
Norway, the Union of South Africa, Argentina, Salvador, Canada. 

PAPER 

Import quotas: The Netherlands Indies, Turkey, Iran, Hungary, Poland, 
Holland, Italy, Czechoslovakia, Latvia, Uruguay, Colombia. 

Tariff increases: Belgium, Lithuania, New Zealand, Canada, Argentina, 
Salvador. 

TOYS 

Import quotas: Turkey, Rumania, Greece, Italy, Austria, Uruguay, 
Colombia, Mexico. 

Tariff increases: France, Great Britain, Canada, Argentina, Salvador. 

CANNED FOODSTUFFS 

Import quotas: Turkey, Greece, Austria, France, Poland, Italy, Denmark, 
Portuguese Angola, Uruguay, Colombia. 

Tariff increases: The United States, Canada, Argentina, Salvador. 

'The outlook for the future is even more serious. For not only are the 
existing barriers likely to be intensified still further, but also the universal 
adoption of the foreign trade policy based upon the reciprocity principle 
promises a host of new trade barriers to be added to the existing ones. As a 
means of improving its own trade balance, one country after another has 
come to ask Japan for reciprocity in trade, or for an increase in Japan's 
purchases of its products, and in order to attain this purpose it has sometimes 
abrogated the treaty of commerce with Japan, or erected discriminating 
tariffs specifically on Japanese imports. This tendency was started when in 
1933 British India denounced the Indo-Japanese Trade Convention and 
raised the duty on cotton piece-goods. Lately, Salvador, Cuba, the Union of 
South Africa, and Egypt have all raised tariffs or abrogated treaties, and 
then proposed to negotiate reciprocal agreements with Japan. 

'Generally speaking, the reciprocity policy is very hard to adopt univer- 
sally. For although exports and imports of a country, taken as a whole, may 
ultimately be brought into equilibrium, it is nevertheless inevitable that, in 
its trade relations with individual foreign countries, a country should have 
debit balances as well as credit balances. Japan's exports exceed imports in 
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respect of 31 countries, while imports exceed exports in respect of only 15 
countries. In other words, she buys from a few countries while selling to a 
great many countries. There is no doubt that this country is in a weak 
bargaining position. Naturally, Japan has never once taken the initiative 
in proposing a reciprocal trade agreement of this kind, because her social 
and economic situation to-day requires that foreign trade should be improved 
by increasing exports rather than by reducing imports. To Japan, the 
problem is not how to propose reciprocity in trade, but how to deal with 
such proposals when proposed by other countries. 

' Japan's answer to the restrictive policies of foreign countries against 
Japanese goods has been either conciliation or retaliation. When Japan 
responded with a conciliatory policy, she chose one or the other of the follow- 
ing two attitudes: first, she attempted to reach some agreement with the 
particular country for mutual concession. The Indo- Japanese Trade Conven- 
tion of 1934 furnishes one case in which she succeeded in this attempt, for, 
under that convention, while Japan consented both to restrict exports of 
cotton piece-goods to India and to buy a large amount of raw cotton from 
India, India agreed to reduce the duty on cotton goods. Japan undertook 
voluntarily to control exports with regard to price and quantity, and accord- 
ingly attempted to induce the foreign countries either to stop erecting a new 
trade barrier or to abolish an existing one. This was the case with exports of 
electric lamps to England and exports of cotton tissues, cotton rugs, pencils, 
potteries, plaited goods, and matches to the United States. The export 
control in these cases was undertaken both by the Exporters' Association 
(Yushuteu Kumiai) and Manufacturers' Association (Kogyo Kumiai) estab- 
lished for each branch of trade under specific Acts of the Diet. 

'The object of the Exporters' Associations was originally to give exporters 
an opportunity of voluntary combination so that they might have common 
facilities for the conduct of business. Formerly their activities consisted 
mainly in the technical inspection of the exports. Since about 1933, however, 
as the expansion of Japan's export trade occasioned widespread alarm abroad 
and barriers have come to be erected against Japanese goods on an increas- 
ingly large scale, their efforts have been shifted to the control of export 
quantity and export prices. At present the number of the Associations which 
are carrying out such regulative functions is over thirty and the area in which 
control is effected is also steadily being enlarged. 

'Execution of the schemes for export-control which are agreed upon under 
the Indo- Japanese Trade Convention, the American- Japanese agreements for 
pencils, cotton piece-goods, matches, &c., the American- Japanese Conversa- 
tion on cotton piece-goods for exportation to the Philippines, or the Anglo- 
Japanese agreement for electric lamps were all undertaken voluntarily by 
the Exporters' Associations. Where the total volume of exports is to be 
controlled, the associations must, of course, undertake to decide the shares 
to be given to each member which often becomes a very complicated problem. 

'The Manufacturers' Associations serve the purposes of cartels for small 
industrialists. The main functions of these associations lie in the control of 
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Country 






1931 


1933 


1935 


Credit Balance: 












Manchoukuo* . 






-64-7 


135-1 


209-8 


Dutch East-Indies 






-17-4 


101-8 


04-9 


Hong Kong 






36-3 


21-3 


46-9 


Great Britain 






-10-2 


5-3 


38-1 


Siam . 






2-1 


5-9 


34-8 


Philippine Islands 






11-4 


9-9 


24-1 


France 






3-7 


17-0 


27-7 


China 






40-1 


- 5-1 


15-0 


Holland 






7-3 


8-6 


12-4 


Russia 






15-9 


- 23-1 


10-4 


Straits Settlements 






- 2-7 


7-4 


7-9 


Hawaii 






5-4 


6-3 


7-0 


New Zealand 






0-5 


4-1 


4-9 


Chile . 






- 2-1 


- 1-5 


2-2 


Debit Balance: 












United States 






83-0 


129-6 


274-3 


Australia . 






94-9 


153-2 


160-3 


Canada 






22-6 


40-3 


44-6 


British India f 






22-8 


0-4 


20-9 


French Indo- China 






4-7 


6-2 


11-0 


British Borneo 






3-0 


5-6 


9-3 


Peru . 






0-8 


2-3 


4-5 


Mexico 






0-6 


1-3 


1-0 



Including the Kwangtung Province. 



f Including Ceylon. 



the production and prices of the manufactures and the furnishing of common 
business facilities. Particularly important is the former function, which is 
now universal in almost every branch of industry. To-day there are over 
600 unit associations and 35 federations of such associations. Most of these 
are industries manufacturing staple exports as denned under a Japanese law. 
As the control by Exporters' Associations and control by Manufacturers' 
Associations are applied to the same product, a conflict of interest between 
the two kinds of unions sometimes occurs, but they usually manage to find 
some way of co-operation. 

"If a foreign country should resort to import restrictions of extreme 
stringency, a policy of retaliation may be pursued either by the Government 
or by private organizations, but actually this policy has been put into effect 
only in exceptional cases. For instance, exporters or manufacturers might 
organize a boycott, either not to buy goods from a certain foreign country or 
not to sell Japanese goods to that country. One example of the former case 
was the boycott resolved upon by the industrialists' and merchants' associa- 
tions in Osaka against Indian raw cotton in retaliation to the drastic steps 
taken by the Indian Government to restrict imports of Japanese cotton 
piece-goods. As an example of the boycott not to sell Japanese goods, we 
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may mention a temporary measure taken by industrialists and merchants 
at the time of the trade parley between Japan and the Netherlands Indies, 
against the Dutch Emergency Ordinance for Restriction of Import and 
Industrial Regulation Ordinance. At that time, exports of potteries and 
sarongs, the two necessities of the natives, were temporarily suspended. 

'There is a provision for anti-dumping duties in the Customs Tariff Act of 
Japan, but this has never been put into effect. In view of the recent tendency 
of the world trade, however, Japan, in April 1934, enacted a Trade Adjust- 
ment and Safeguarding Law. This law is designed to adjust and safeguard 
the country's trade interests in response to such restrictive steps as any 
foreign country may either have already taken or be taking against Japan, 
to vest the Government with power to prohibit or restrict imports of any 
specific goods, or to levy additional duties. It is obvious that, unless the 
Government should consider retaliation particularly necessary and take 
administrative steps, this law exists only on paper. Being an emergency 
legislation, it is designed to be effective for three years only. It was the inten- 
tion of the Japanese Government when promulgating this law to refrain 
from resorting to it as far as possible. So far, it has been brought into effect 
only once : the Government took steps to use it against Canada in retaliation 
to the Canadian exchange compensation duty. On that occasion, the Japa- 
nese Government imposed additional import duties of 60 per cent, ad valorem, 
to be effective for one year, on eight items of imports from Canada, including 
timber and wheat, but left imports of aluminium, lead, and zinc free from 
such imposition/ 

SPECIFIC TRADE DISPUTES 

In addition to the above-mentioned restrictions on Japanese trade 
there have been since 1933 a number of major trade controversies 1 
between Japan and other Pacific countries, one such dispute (with 
Australia) being in progress during the Yosemite Conference. The 
first case was the collapse of the Anglo-Japanese trade negotiations 
(September 1933 to March 1934) chiefly over the failure to agree on 
whether discussions should deal only with British markets, as the 
Japanese wished, or with world markets at large. The breakdown led 
in May 1934 to the imposition by the British Government of quotas on 
imports into the principal colonial markets where Japanese textiles had 
been making rapid advances. Only in the case of Japanese electric 
lamps imported into the United Kingdom was it possible to reach an 
agreement in January 1934 with the Japanese exporters providing for 
a voluntary restriction, and even here it was admitted that the quotas 
had been accepted only because of impending tariff action. The second 
dispute was with India in 1933, and here it was possible to reach a 
three-year agreement resulting in the India-Japan treaty which came 

1 A concise account of these is given in Uyeda, op. cit., pp. 85-125. 
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into force in April 1934. Some aspects of this were discussed at the 
Banff Conference 1 and are thus not repeated here. It is enough to recall 
that, despite a number of subsequent complaints, the treaty, with its 
quota-barter provisions for exchanging Indian raw cotton against 
Japanese cotton cloth, and its fixing of import duties on the latter, has 
worked satisfactorily. 

Unfortunately Japan's hope of obtaining a similar agreement on her 
trade with the Netherlands Indies failed to materialize. Following the 
introduction by the Netherlands Indies authorities of the emergency 
import restrictions of September and December 1933 and May 1934, 
a trade conference with Japanese interests was called at Batavia in 
June 1934, but six months of acrimonious parleys were fruitless, and 
even before the meetings ended further restrictions were imposed. Apart 
from the uncompromising attitude of both sides on several side issues, 
the central difficulty arose over Japan's refusal to take considerable 
imports of Java sugar as the price of better treatment for her textile 
exports to the Indies. The breakdown of the negotiations set an un- 
happy precedent for the abortive Netherlands-Japanese conference on 
shipping competition at Kobe in February 1935. Japan's total exports 
and exports of cotton cloth to the Indies have continued to decline 
appreciably in both 1935 and 1936. As Dutch members at Yosemite 
pointed out, the dispute was peculiarly unfortunate in that, for the 
Javanese farmers in a time of great economic distress, cheap Japanese 
goods are most welcome. But with Java's great dependence on sugar 
exports for its livelihood and with the imperative need of maintaining 
a favourable balance of trade in order to meet its overseas financial 
obligations, some restriction of imports from Japan was inevitable 
unless Japan in turn could provide a larger market for Java sugar. On 
the Japanese side, of course, there were the Formosan sugar interests 
to be considered. In addition the Japanese felt that the Dutch quotas 
violated the spirit of the former Netherlands-Japanese Trade Conven- 
tion, and were not in accord with the idea of equality of commercial 
treatment which had always been a cardinal principle of Dutch policy. 

In the dispute with Canada the main Japanese objection was directed 
against the Canadian 'exchange compensation duties' intended to offset 
in part the effect of currency depreciation by levying duties on export 
prices calculated on the old par of exchange (49-85 cents to the yen). 
Although not openly discriminating against Japan, the provision in 
practice was most burdensome on Japanese goods. The same thing was 
true of the Canadian 'dumping duties' which fell most heavily on low- 
priced Japanese articles. After filing protests the Japanese Government 

1 See Problems of the Pacific, 1933. 
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retaliated in July 1935 by invoking its Trade Safeguarding Law and 
imposed extra tariffs of 50 per cent, on several important Canadian 
exports to Japan. Canada in turn held this to be an infringement of the 
Anglo-Japanese trade agreement guaranteeing most-favoured-nation 
treatment and replied by placing a 33J per cent, duty on att goods 
produced in Japan. It was only after the advent of the Liberal Govern- 
ment in Canada that the dispute ended with a new agreement containing 
mutually acceptable compromises by which the legal value of the yen 
was set at the average actual value of the yen over the previous five 
years, this resulting in a figure of 39 J cents per yen for 1936, and the 
"exchange compensation duties' were to apply only to goods produced 
in Canada in sufficient quantity to supply at least 10 per cent, of normal 
consumption. 

Although there was no single major trade dispute with the United 
States, Japanese exports to that country had to face a number of tariff 
increases and other restrictive measures, partly as a result of the price- 
fixing and fair competition provisions in the N.R.A. The absence of 
any serious dispute was, no doubt, due to the successful adoption of 
quotas and voluntary restrictions by the interests concerned in such 
articles as cotton piece-goods, cotton rugs, pencils, canned fish, pottery, 
matches, and to the successful negotiation in October 1935 of an 
agreement on the division of the Philippine market for cotton piece- 
goods between Japan and the United States. 1 

In the case of the dispute with Australia, the trouble arose basically 
from the growing export of Australian wool and wheat to Japan, and 
the fact that these exports were not being offset by as large a volume 
of Japanese exports to Australia as the Japanese wished. Australian 
manufacturers and certain English producers of goods sold in Australia 
naturally desired rather to limit imports from Japan, and at the 
negotiations started in January 1936 asked the Japanese exporters to 
adopt voluntary quotas for that purpose. In the midst of the negotia- 
tions the Australian Government on May 22 suddenly passed a Bill 
greatly raising tariffs on commodities chiefly supplied by Japan, and 
introducing a licence system on other Japanese goods. The Japanese 
Government thereupon retaliated by using its Safeguarding Law to 
penalize imports from Australia, and thus precipitated a quarrel 
destined to disrupt a profitable trade for seven months. 2 

1 For details see Uyeda, loc. tit., and also the section on 'Cotton Textile Competition* 
in Document I, printed below. 

* The dispute ended with an agreement signed on December 26, 1936, providing for 
a kind of barter arrangement allowing Japan to sell to Australia 76,875,000 square yards 
each of cotton piece-goods and rayon fabrics, and assuring Australia of a market for 
800,000 bales of wool in Japan. The agreement is to run till June 30, 1938. 
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Australian members in the round tables almost unanimously dis- 
approved of their Government's action, regarding it as short-sighted and 
destined to have only bad results. Some expressed the view that the 
action indicated a concession to pressure from British industrial 
interests, but British members, while not denying this possibility, said 
that official circles in England were somewhat irked because they had 
not been consulted before the step was taken and because it might 
indirectly tend to prejudice Anglo-Japanese trade relations. On the 
other hand, the Australian members said that British interests were 
certainly not the only ones to blame, as Australian manufacturers on 
general protectionist principles were eager to limit imports whether 
Japanese or not. In fact, part of the trade restrictions had been aimed 
also at the United States. Generally, they felt, the Australian people 
at large had not really wanted the restrictions since it was realized 
that the growing Japanese market was vital for the Australian wheat 
and wool producers. Even though great care had to be given to the 
British market because of the need for securing funds to meet overseas 
debt charges, it was increasingly recognized that the United Kingdom 
alone could not provide for all of Australia's increases in exports. It 
was said indeed that the Australian Tariff Commission which studied 
the question had recommended the Government not to impose the 
restrictions. 

JAPAN'S INTERNAL ECONOMIC PROBLEMS 

For several reasons the round tables turned away on occasion from 
the discussion of Japan's trade expansion to examine some of the 
recent changes in her internal economic organization. This was done 
partly because of the contention repeatedly stated by Japanese 
members that, much as they regretted dislocating world markets, there 
was literally no way except by trade expansion that they could take 
care of their growing population and maintain standards of living. It was 
also done because of the opposing view advanced by members of other 
groups that in fact trade expansion was not being promoted for the 
benefit of the Japanese population as a whole, but rather for a small 
group of industrialists, and that the evidence of the past three years 
showed that the working classes, both factory workers and peasants, 
had failed to share in the profits of the boom in export and heavy in- 
dustries. Other members of this group expressed the further comment 
that far too great a portion of Japan's rewards from commercial 
expansion was simply helping indirectly to finance heavy armament 
expenditures and uneconomic investment in Manchuria. 

On the question of population pressure and its relation to internal 
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migration and occupational changes the round table members had the 
benefit of a valuable Japanese data paper. Besides this an American 
student of the question gave the following statement on some frequently 
misunderstood aspects of Japan's population, growth, and composition: 

The rate of population growth is related in some way not yet completely 
understood to the standard of living. Peoples on a low standard of living 
tend at first to raise their rate of population increase when their standard of 
living rises. This occurred in England when the industrial revolution im- 
proved living conditions. It occurred in Japan when its westernization 
raised the standard of living. Before that time, Japan's population had been 
stationary or at any rate increasing only very slowly. When western 
medicine, western sanitation, and western industry were introduced, popula- 
tion increased no more rapidly certainly perhaps not so rapidly as 
England's population in the beginning of the nineteenth century. 

' The mistake has been made in certain discussions to assume that such a 
rate of population increase continues for ever. On the contrary, when the 
standard of living has reached a sufficiently high level, the rate of population 
increase begins to slow up. This retardation first becomes apparent in the 
figure for the number of births per thousand women of child-bearing age. 
This figure has long been dropping in France, and is already dropping in most 
of Western Europe and in the United States. It is beginning to drop in 
Japan. A country in which the yearly number of births per thousand women 
of ages 15 to 50 is beginning to decrease shows a curious paradox. Despite 
the decrease in birth rate thus calculated, the absolute or total number of 
people increases each year. This is because in such a country in which this 
adjusted birth rate was formerly rising, the age distribution is peculiar. The 
relatively large numbers of children and young people in the past generation 
are by now in the prime of life. In consequence, despite the fact that the 
number of births per thousand women of child-bearing age continues to 
decrease, the total number of people continues to rise. But this does not 
continue for ever. There comes a time when these young people become 
elderly ; because of the change in the birth rate, they are not fully replaced, 
and ultimately the population tends to become stationary or to increase very 
slowly. This is the state of France. Many of the countries of Western Europe 
and the United States are approaching this state, and so ultimately will 
Japan. 

'Professor T. Uyeda presented an admirable analysis of Japan's position 
to the Institute of Pacific Relations Conference at Banff in 1933. He forecast 
that the population of Japan can never reach 100 millions, and will probably 
stop increasing some considerable time before it reaches that figure. He 
demonstrated that Japan's population will probably stop increasing within 
the next thirty years, or increase but slowly. The United States will probably 
be approaching a similarly stationary state even earlier. Japan's population 
problem, therefore, is only one of, at most, the next thirty years, provided 
there does not appear upon this earth a great unforeseen social change, as 
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disturbing as the discovery of the Americas or the Industrial Revolution. 
What exactly in figures is that problem ? Japan will have to find work for 
something in the neighbourhood of a quarter of a million new workers 
coming upon the labour market in each of the next few years. Nothing can 
alter that. They are already born. At this very moment they are sitting on 
school benches or being carried in their mothers' arms. 

'How can Japan take care of them ? Fortunately, no problem of food is 
involved. The Japanese Empire is at the moment not merely self-sufficient 
with respect to food, but even to a slight degree a net exporter of foodstuffs. 
The problem is rather one of providing work. Such work cannot be found in 
agriculture in which more people are already engaged than can support 
themselves, and at the same time raise their standard of living. It must be 
found in industry and in the performance of services. To expand her in- 
dustries and find work for her people during the next 20 to 30 years, Japan 
needs markets, because she has to pay with manufactures for such imported 
raw materials as she cannot herself produce. 

'But Japan must find work not merely for the population increase of the 
next few years. She must also find work for large numbers of agricultural 
labourers. More than 50 per cent, of the Japanese live on the land. Their 
numbers are too great to permit farmers to continue to raise their standard 
of living in the same proportion as that of city workers rises. She cannot at 
the same time expand both her agriculture and her industries. It will be 
impossible to avoid reducing the proportion of farmers to industrial workers 
and performers of services until this ratio is such as to insure to all classes the 
enjoyment of increasing welfare. Japan's problem is how to cushion the 
impact upon farmers of this unavoidable evolution. Again, this is a problem 
of twenty years or so. 

'Emigration is no solution. People do not move merely from a region of 
dense population to one of sparse population. If this were so, then a country 
like Belgium, which has a denser population than Japan, would send out 
large numbers of emigrants; it does not. The law of population flow is 
rather that people migrate only from a region of relatively low standard of 
living to one of higher living standards. Disparity in the standard of living, 
not disparity in the density of population, is the driving force. Indeed, 
people may move from a thinly populated area with a low standard of living 
to a more densely populated region with a higher standard of living. The 
immigration of the Mexican peon into the United States is an example. It is, 
therefore, not to be expected that Japanese will emigrate in large numbers 
to continental Asia, where the standard of living is lower than in Japan 
proper. A man emigrates only to improve his economic or social condition. 
To be of much effect, very large numbers would have to emigrate. It is the 
experience of the past that until the standard of living has risen to a rather 
high level any moderate-sized vacuum created by immigration, war, or 
pestilence is soon filled, and the rate of population change marches on but 
little modified. Even in the countries that suffered most in the Great War, 
the population at the present time is about what it would have been had 
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there been no war at all. The help that emigration might be to Japan, slight 
though it can be at best, is to be sought not so much in the fewer number of 
jobs that would need to be created each year, as in the remittances that 
emigrants would send home and in its psychological effects. Japanese feel 
themselves hemmed in; they suffer from what might be called a sort of 
collective claustrophobia, a feeling that they are walled off from the rest 
of mankind. 

'Moreover, Japan has not the capital to send large numbers out of the 
country. Emigrants must have the capital not merely to pay steamer and 
railway fares, but also to buy land, tools, seeds, housing, and above all to 
support themselves for a year or two until they are established. The sums 
required to move even 100,000 Japanese a year abroad as settlers are truly 
staggering. Certainly, Japan can ill afford to spare the capital, for she is 
short of it. Japan's poor supply of capital is the result of her history. Until 
the Meiji period, Japan was a feudal state. In such states nearly all the wealth 
is land ; there is little liquid capital. When Japan began to modernize, she 
had to find capital. She had but two alternatives: She could borrow from 
abroad and risk foreign economic penetration. This course she did not 
follow wisely, probably. The other alternative was for the government to 
secure capital by taxation and lend it to industry. This Japan did, and for 
this reason government had to be in partnership with industry, a partnership 
which it seems to be the present policy to dissolve as opportunity offers. In 
industry, Japan had something resembling the Corporate State long before 
this term became a catchword. Japan can therefore ill afford to send capital 
abroad, and there are Japanese who believe it would be wiser to invest less 
in continental Asia and use more of such capital as is available to promote 
industry at home in order that more jobs may be created in the next few years 
for the additional workers who will be coming upon the labour market.' 

Little success attended the efforts of some round tables to secure exact 
information on the present status and probable future trends of 
Japanese living standards. On the one hand, as Japanese members 
showed, there were certain visible evidences of improvement over 
conditions of, say, a decade ago. More and more of the industrial 
workers and farmers could now enjoy such 'luxuries' as rubber shoes, 
radios, woollen clothes, and bicycles. There were, indeed, complaints 
that the farmers now drank beer at work in the fields a remark which 
reminded some Western members of the similar comment in Europe 
that the unemployed stint themselves on food in order to go to the 
cinema. An interesting and probably more revealing measure of the 
development of new tastes and higher living standards was presented in 
a Japanese data paper 1 where indices of per capita consumption show 
large increases since 1914-20 in such things as meat, wool, raw cotton 

1 Teijiro Uyeda and Tosuke Inokuohi, Cost of Living and Real Wage* in Japan, 
1914-1936, Japanese Council, Tokyo, 1936, pp. 27-30. 
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(for domestic use), oranges, eggs, sugar, coffee, cigarettes, radios, 
electric light, gas, post-office insurance, and telephones. Unfortu- 
nately the figures are not available or sufficiently clear to show whether 
this trend has persisted since 1930, and indeed for some commodities 
there is evidence that the period 1920-5 represented the peak level of 
consumption. 

Less encouraging is the story told by statistics on wages and cost of 
living for workers since 1931. Here it seems clear that only a few 
favoured groups of male workers in the shipbuilding, machine, metal, 
and chemical industries have advanced or maintained their volume of 
real earnings as distinct from money wages. 1 In most other groups, and 
especially in the textile industries where female labour prevails, there 
has been a marked decline from the levels of both 1931 and 1926, real 
earnings for cotton-spinning and silk-reeling being 20 per cent, below 
the 1926 base level. From 1933 to December 1936 average wage rates 
of factory workers have fallen even further and, as retail prices and the 
cost of living have advanced sharply in that period, their actual buying 
power has been seriously curtailed once more. The following extract 
gives the general conclusions of the authors of the above-mentioned 
Japanese paper: 

Through the seven years from 1924 to 1931, both the cost of living and 
wages fell, but as the fall in wages was less marked, real wages continued to 
rise slightly. Even the heavy drop of money wages in 1930-1 did not check 
this rise, as prices were falling still faster. However, for the two years 
following the re-imposition of the gold embargo in 193 1 , wages sank sufficiently 
to reduce real wages sharply, as in the early days of the War, while the cost 
of living rose slightly. This helps to explain the social unrest of 1932-3. On 
the whole, the standard of living of industrial workers, after having been 
raised substantially after the War, has not made any progress since that 
time, and to-day the position is not as good as that in 1924. This is exactly 
what general observation leads us to expect. 

'Of course, these statements apply only to industrial workers in fairly 
large factories, and not to farmers and workers in small industries. Nor do 
they take account of unemployment or under-employment. During the War 
and for some years after, a large stream of people flowed into the cities and 
obtained jobs, which provided them with a much higher standard of living 
than that of the farmers whom they had left behind. The post-war world 
depression, and perhaps the re-organization of some larger industries on a 
more efficient basis, tended to lower the demand for labour. This influence 
seemed at its worst in 1930-1 . An added trouble is that the number of young 
people seeking a livelihood has been rapidly increasing over the whole period, 
and these have provided a huge labour reserve. Although the index of real 

1 Ibid., pp. 23-4 et seq. See also Document II below. 
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wages of industrial workers was slowly rising between 1925 and 1031, the 
number of people absorbed into industry increased very little. Money wages 
were falling faster. Against the higher real wages of the employed, have to 
be set the lowered standards of those for whom industry had no opening. 
Statistics are frequently liable to present a false picture of actual conditions. 
During the boom, when more women and children and fewer skilled workers 
were employed, average wages did not rise but may even have gone down, 
simply because there were a larger number of inefficient workers. Therefore, 
although average wages may show a stationary or downward tendency, the 
actual wages of each grade may be rising. On the contrary, when business is 
shrinking, those likely to be discharged first are the unskilled workers who 
receive low wages, and the average of the remaining more skilled workers 
tends to make the index-number unreasonably high. 

'In studying recent developments, especially since the re-imposition of the 
gold embargo in December 1931, we find that actual monthly earnings have 
been more or less stationary over the whole period, although since January, 
1934, the index has not gone below the base line. On the other hand, the cost 
of living has been steadily rising from the beginning, though not very rapidly. 
Accordingly, the real wage index has shown a continuous downward tendency 
and is now some 10 per cent, below the base level. Industrial workers, on 
the whole, have received about the same sums of money in wages, but, as the 
goods and services they require for daily life have become more expensive, 
they have not only been unable to improve their standards but on the 
contrary have been obliged to economize in household consumption. Such 
a state of affairs has seemed to some unnatural in view of the rapid recovery 
in business after the summer of 1932, and many attempts have been made to 
explain these figures. 

'One explanation has been that the results are due to the fact that changes 
in wages always lag behind those in business conditions and commodity 
prices, as was seen in the years immediately following the outbreak of the 
World War. This view is quite correct as far as it goes and it must be taken 
into consideration, but, as three years have already passed since prices began 
to rise, it seems hardly sufficient to explain the situation fully. 

'Another explanation is concerned with statistical technique. Since busi- 
ness started to recover, industrial employment has greatly increased. When 
new-comers are recruited in large numbers, average wages are likely to fall 
even though skilled workers are getting better pay, and, in fact, there are many 
cases in which higher grade workers' wages have improved during this 
period. This explanation seems also true as far as it goes, as the employment 
index of our diagram rose continuously until the middle of 1935. We must 
as in the earlier part of this paper again admit this defect of our present 
statistical method. At the same time, it would be impossible for anybody 
who has observed the actual facts to say that the living conditions of workers 
are improving in all industries, and that the unsatisfactory tendency shown 
by the figures is non-existent. It is true that employment vastly increased in 
the industries covered by the figures which certainly somewhat alleviated 



JAPAN 87 

the lot of working-class families. It is also true that earnings have not 
increased sufficiently to compensate for the rising cost of living, and that 
their real wages, therefore, are on the average definitely falling. 

' One of the characteristic features of the economic condition of this country 
to-day is the one-sidedness of the "boom". Good conditions prevail in one 
industry side by side with distress in others. It is therefore necessary for 
our analysis to study various industries separately. 

*(1) Women's real wages show the most marked downward tendency. In 
the spinning, weaving, knitting, and silk-reeling industries which are run 
almost completely on female labour, real wages have steadily declined since 
1928 and made a heavy drop after 1931. It is remarkable that the spinning 
and weaving industries, which have made such an advance since the second 
gold embargo, should have such low wage levels. This tendency is still 
continuing, though the reeling industry, which had suffered most, improved 
somewhat in the second half of 1934 owing to the recovery of silk trade. One 
explanation for the fact that cotton operatives' money wages do not rise 
with the rise in the cost of living is that these female workers live in dormi- 
tories attached to the factories ; all of their housing and a part of their food 
expenses are met by their employers. It is, therefore, only a rise in the cost 
of other necessaries and comforts which affect their living conditions. When, 
however, girls as a usual practice send a part of their wages to their parents 
or relations in the country, changes in the purchasing power of money must 
to that extent affect the life of those people more strongly. 

' (2) In those industries where most workers are men, movements in real 
wages have been very different. Before the second gold embargo, the 
real wages of men had, on the whole, been rising for some years. Their 
money wages dropped a little soon after the restoration of the gold standard 
at the beginning of 1930, but the cost of living also fell. Even in the timber 
and wood manufacturing which were exceptions the fall was not as great as 
in the textile industries. After 1932, when the cost of living was beginning to 
rise, real wages in many of these industries showed a fall but, here also, the 
drop was not as great as that of women's wages. In some instances particu- 
larly in metal working, shipbuilding, and industries manufacturing tools, 
machinery, and vehicles real wages went up through the whole period. 

* There are broadly two groups of industries showing divergent movements 
in men's wages. The first group, containing industries producing artificial 
fertilizer, paper, pottery, rubber manufactures, chemicals, and foods and 
drinks, as well as the printing and book-binding, dyeing, and timber and 
furniture industries, has experienced a rather sharp fall since 1932. The 
second group includes the heavier industries mentioned above, and has the 
benefit of encouragement from both the depreciation of the currency and 
extension of expenditure on armaments. Moreover, these industries require 
workmen with special skill, whose supply cannot be quickly increased. Most 
of the industries belonging to the first group do not require such degree of 
skill, and additional working forces, therefore, can easily be obtained from 
the country districts. When a large number of farming households are in a 
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distressed condition, such abundant supplies of unskilled men force wages 
in these industries to a low level. 

'The fall in real wages of women can also be partly explained in the same 
way. Most of the girls working in textile mills come from farming families, 
and their wages are always influenced by economic conditions in their home- 
provinces. The low prices of the two outstanding rural products, rice and 
cocoons, have therefore been reflected in the wages of these girl workers. 
On the other hand, re-organization schemes which have been carried through 
furthest in cotton spinning and weaving under the pressure of deflation, have 
succeeded in economizing labour power to such an extent that the demands 
for female labour have not greatly increased in spite of the large expansion of 
production. 

'When we see the divergent movements in the real wages of men workers 
and women workers, and between the various groups of men, the conclusion 
arrived at is that the wage situation in Japan is by no means satisfactory. 
Notwithstanding the growth of industrial production during the past few 
years, most of the two million factory workers, apart from the minority 
employed in heavy industries, are still reaping little of the harvest of the 
"boom". To look into the causes of this state of affairs is outside the scope 
of this paper. Personally, the authors' connexion with this and other studies 
leads them to the conclusion that the rapidly growing population, and 
especially shifts in that section belonging to productive ages (15-59 years), 
is of considerable importance in any explanation, 1 though there are other 
influences of at least equal strength at work. 1 

Behind all the questions of industrial workers' wages and standards 
of living lies the wider and chronic problem of poverty and diminishing 
rewards in the great agricultural sections of Japan which still, after 
Japan's several decades of vigorous industrial advance, account for 
half her occupied population and provide a great reservoir of cheap 
labour which constantly tends to drag down wage-rates of factory 
workers. The improvement of rural living standards is thus of crucial 
importance, and for that reason the round table members listened with 
interest to a Japanese expert's account of attempts at reconstruction 
measures in the poorer fanning districts. 

It was true, he said, that the percentage of tenant farming in Japan 
had increased somewhat, and it seemed fairly certain that it would 
have increased still more but for the Government's measures to counter- 
act it. One basic difficulty in the way of increasing owner farms and the 
size of holdings is, of course, the absolute shortage of suitable new 
land. For the present reform measures have been of two kinds. First, 
the authorities are trying to increase farmers' incomes and provide 
employment in the winter months by introducing subsidiary industries, 

1 Teijiro TJyeda and Tosuke Inokuchi, Cost of Living and Real Wages in Japan, 
1914-1936, Japanese Council, Tokyo, 1936, pp. 17-21. 
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not merely old handicrafts but modern factory industries as well, such 
as the making and assembling of parts for farm machinery and imple- 
ments. The main need here, apart from labour, is a supply of cheap 
electric power. This type of work has been introduced especially in 
the poverty-stricken north-eastern provinces, and semi-governmental 
corporations have been set up to supply electric power and to furnish 
credit and marketing facilities. 

'Another policy that is being followed is somewhat similar to the A.A.A. 
in the United States. The scheme is now in its fifth year. The Government 
has tried to help the fanners as individual farmers through giving them credit 
and facilities for selling their products. These measures have not been sufficient 
and the only method of solving this situation lies in the way of helping them 
collectively. The Japanese village as a whole must be considered, in regard 
to its credit, interest rates, resources, idle labour, consumption and produc- 
tion of goods. To study this a committee has been set up in many of the 
villages by the villagers themselves. The government loaned a small amount 
of money to these Village Committees for Economic Reconstruction. 

'The next plan is to make up a project for reconstruction of the village 
economy based on the studies made by these committees. These projects 
will control production, consumption, marketing, and will try to liquidate 
or adjust debts. The plan will consider the present status of all the farms 
in the community, and when it is completed each fanner should manage his 
own farm in accordance with the programme. It is a three- to five-year 
programme. In it credit will be controlled as well as the other factors. A 
special association is set up to adjust the existing credit relations. In this the 
debtors and creditors come together with influential people of the community 
in order to adjust the debt relationships. The amount of the debt is to be 
reduced from 20 to 30 per cent, and the rate of interest is to be reduced, 
sometimes to nil. In this way the debt burden has been reduced considerably. 
The government is making loans to the villages to facilitate this adjustment. 

'There are about 10,000 villages included in this plan. Originally it was 
intended that about 1,000 villages per year would establish committees and 
work out these plans. But it has turned out that a much greater number has 
done it each year. This is the fourth year and already between 5,000 and 
6,000 villages are included in it. In order to lead this movement the Depart- 
ment of Agriculture has established a special Bureau of Village Economic 
Reconstruction and a committee to advise the Bureau. Likewise in each 
of the Prefectures a similar government organ is established in addition to 
the local committees. It is in fact a system of rural reconstruction planning. 

'When each village carries out this plan, many may strive to increase 
their own production and then we may have the same trouble that occurred 
in the United States. Therefore we need some sort of control or regulation 
of marketing. We are now considering plans for this. This policy is a com- 
bination of government control and initiative on the part of the villages. It 
is different from the A.A.A. and from what is being done in the Soviet Union. 
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It is a sort of government control allowing the villages as much liberty as 
possible. The Co-operative Associations are the central organizations for 
carrying out the economic reconstruction, and the influence of these as 
reflected in the volume of credit, of sales and of purchases is increasing 
rapidly. This indeed has caused some conflict between the commercial people 
and the agricultural population. There has been much agitation to suppress 
the co-operatives, but in a few years the entire agricultural population will 
be included in the movement. About 80 per cent, of them are now organized 
in co-operative associations and the movement is nation-wide. Therefore 
my contention that Japan might move to an internal reorganization in the 
form of a co-operative state was not merely a theory. Already in the rural 
districts it is an established fact. The next step is to get co-operatives among 
industrial workers and small retail merchants. Large factories can also have 
co-operatives. There already are such organizations in Europe in Switzerland 
and England. 

' If this co-operative spirit can be established it will mean a somewhat 
different economic and social spirit in Japan. It will be the spirit of mutual 
aid. If we have this at home some part of it may spread to the field of 
foreign relations. If this co-operative spirit could be spread everywhere then 
there would be less talk of armaments in the future.' 

SOME BROADER POLITICAL PROBLEMS 

Although several efforts were made during the discussions to get a 
clearer definition of how far the benefits of Japan's industrial boom 
were being diverted from the mass of the population and going to finance 
increased armaments, and how far Japanese commercial and military ex- 
pansion reflected other than purely economic ambitions, there was little 
success in reaching unanimous agreement. Western members pointed to 
Japan's rapidly mounting armament expenditures and to the increas- 
ingly higher proportion of the national revenue which they absorbed. 
Others saw in Japan's present policy of expansion a reflection of the 
principle of ' Kodo ' or the Imperial Way, the doctrine which is being 
preached by some of the more nationalistic groups. 1 Japanese members 
for the most part maintained that the importance of this doctrine was 
exaggerated by Westerners, and also that for special internal reasons 
Japan's armament programme was not such a threat to world peace as it 
might appear. For one thing, because of the separation of the Japanese 
national expenditures into several special accounts, the percentage 
allotted to the army and navy budgets appeared larger than would be 
the case if all accounts were consolidated. However, they acknow- 
ledged that the percentage and the absolute amount spent on arma- 

1 See Whyte, A British View of Pacific Affairs, Royal Institute of International 
Affaire, London, 1936. 
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ments had risen, and the leader of the Japanese gave the following 
explanation of this. 

'You are all aware that great armament improvements were automatically 
made by those countries which had military participation in the World War. 
Japan did not so participate and lagged behind. Now the military authorities 
naturally wish to bring Japanese armaments up to date. Recent expenditures 
have been for improvements in mechanization. This at least was the explana- 
tion given to the House of Peers. As to the navy, high officers sometimes 
talk about various matters pertaining to their profession in a way which is 
not representative of the government view. The government often differs 
from the experts, not only in Japan but in the United States, and in Great 
Britain it may also be true that high officers say indiscreet things. In the 
Washington Treaties one of the questions was concerned with the age limit 
of capital ships. This age limit was changed in London. During the life of the 
Treaties, there was no new building of such ships, though of course improve- 
ments permitted by the Treaties were made. Since the expiration of the 
Treaties, nations are free from limitations and may start building. This has 
brought about an emotional situation in Japan which may be said to be 
the aspiration to equality. It is impossible to impress the public with the 
reasons for Japan's having to be satisfied with an inferior navy. They will 
not be reconciled to the idea of a naval inferiority. This is the main cause of 
our ship-building, all of course within the limits of what is necessary for 
national defence. So far as I know, no thinking Japanese is anxious to see 
new unnecessary and expensive ship-building. It is all a matter of our 
relations with the other countries who have navies. Great Britain has plans 
for new capital ships. So also have we. The aspiration of Japanese national- 
ists is for complete independence in defence. The ratio arrangement will not 
enable us to attain this. That is why we are dissatisfied with the ratio system. 
I would say again that our new ship-building, like Great Britain's, is largely to 
replace obsolete ships. We are not interested in entering a naval race.' 

A more general and formal statement of what might be called the 
semi-official Japanese view, both on armaments and economic adjust- 
ment, was given as follows by a prominent member of the Japanese 
group in reply to an appeal made by the French group leader for 
concerted international action on both disarmament and the liberation 
of world trade. 

'We have to face the fact that Japan is coping with a big question of 
surplus population. Everything we consider in both the political and the 
economic field comes from this problem. The growth of our export trade 
also originates from this. There are two solutions of over-population, emigra- 
tion and industrialization. Emigration is impossible because everywhere we 
go we are shut out. We do not consider this an effective means. So we have 
to adopt the solution of industrialization. 

' A couple of days ago one of our British colleagues made a very significant 
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It is a sort of government control allowing the villages as much liberty as 
possible. The Co-operative Associations are the central organizations for 
carrying out the economic reconstruction, and the influence of these as 
reflected in the volume of credit, of sales and of purchases is increasing 
rapidly. This indeed has caused some conflict between the commercial people 
and the agricultural population. There has been much agitation to suppress 
the co-operatives, but in a few years the entire agricultural population will 
be included in the movement. About 80 per cent, of them are now organized 
in co-operative associations and the movement is nation-wide. Therefore 
my contention that Japan might move to an internal reorganization in the 
form of a co-operative state was not merely a theory. Already in the rural 
districts it is an established fact. The next step is to get co-operatives among 
industrial workers and small retail merchants. Large factories can also have 
co-operatives. There already are such organizations in Europe in Switzerland 
and England. 

'If this co-operative spirit can be established it will mean a somewhat 
different economic and social spirit in Japan. It will be the spirit of mutual 
aid. If we have this at home some part of it may spread to the field of 
foreign relations. If this co-operative spirit could be spread everywhere then 
there would be less talk of armaments in the future.' 



SOME BROADER POLITICAL PROBLEMS 

Although several efforts were made during the discussions to get a 
clearer definition of how far the benefits of Japan's industrial boom 
were being diverted from the mass of the population and going to finance 
increased armaments, and how far Japanese commercial and military ex- 
pansion reflected other than purely economic ambitions, there was little 
success in reaching unanimous agreement. Western members pointed to 
Japan's rapidly mounting armament expenditures and to the increas- 
ingly higher proportion of the national revenue which they absorbed. 
Others saw in Japan's present policy of expansion a reflection of the 
principle of 'Kodo' or the Imperial Way, the doctrine which is being 
preached by some of the more nationalistic groups. 1 Japanese members 
for the most part maintained that the importance of this doctrine was 
exaggerated by Westerners, and also that for special internal reasons 
Japan's armament programme was not such a threat to world peace as it 
might appear. For one thing, because of the separation of the Japanese 
national expenditures into several special accounts, the percentage 
allotted to the army and navy budgets appeared larger than would be 
the case if all accounts were consolidated. However, they acknow- 
ledged that the percentage and the absolute amount spent on arma- 

1 See Whyte, A British View of Pacific Affairs, Royal Institute of International 
Affairs, London, 1036. 
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ments had risen, and the leader of the Japanese gave the following 
explanation of this. 

'You are all aware that great armament improvements were automatically 
made by those countries which had military participation hi the World War. 
Japan did not so participate and lagged behind. Now the military authorities 
naturally wish to bring Japanese armaments up to date. Recent expenditures 
have been for improvements in mechanization. This at least was the explana- 
tion given to the House of Peers. As to the navy, high officers sometimes 
talk about various matters pertaining to their profession in a way which is 
not representative of the government view. The government often differs 
from the experts, not only in Japan but in the United States, and in Great 
Britain it may also be true that high officers say indiscreet things. In the 
Washington Treaties one of the questions was concerned with the age limit 
of capital ships. This age limit was changed in London. During the life of the 
Treaties, there was no new building of such ships, though of course improve- 
ments permitted by the Treaties were made. Since the expiration of the 
Treaties, nations are free from limitations and may start building. This has 
brought about an emotional situation in Japan which may be said to be 
the aspiration to equality. It is impossible to impress the public with the 
reasons for Japan's having to be satisfied with an inferior navy. They will 
not be reconciled to the idea of a naval inferiority. This is the main cause of 
our ship-building, all of course within the limits of what is necessary for 
national defence. So far as I know, no thinking Japanese is anxious to see 
new unnecessary and expensive ship-building. It is all a matter of our 
relations with the other countries who have navies. Great Britain has plans 
for new capital ships. So also have we. The aspiration of Japanese national- 
ists is for complete independence hi defence. The ratio arrangement will not 
enable us to attain this. That is why we are dissatisfied with the ratio system. 
I would say again that our new ship-building, like Great Britain's, is largely to 
replace obsolete ships. We are not interested in entering a naval race. 1 

A more general and formal statement of what might be called the 
semi-official Japanese view, both on armaments and economic adjust- 
ment, was given as follows by a prominent member of the Japanese 
group in reply to an appeal made by the French group leader for 
concerted international action on both disarmament and the liberation 
of world trade. 

"We have to face the fact that Japan is coping with a big question of 
surplus population. Everything we consider in both the political and the 
economic field comes from this problem. The growth of our export trade 
also originates from this. There are two solutions of over-population, emigra- 
tion and industrialization. Emigration is impossible because everywhere we 
go we are shut out. We do not consider this an effective means. So we have 
to adopt the solution of industrialization. 

' A couple of days ago one of our British colleagues made a very significant 
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speech. What he said sounded as if there were some connexion between our 
measures of national defence and the growth of trade. There is no connexion 
between these two. Our trade has grown independently of defence. We are 
not strengthening our defence system from the profits of the growth of trade, 
and the growth of trade has never been intended to cause territorial expan- 
sion. It comes from the efforts of the people themselves. The growth of 
population is the most important question for Japan and there is no other 
alternative than the industrialization of our country. Our people are making 
great efforts to promote industry. Our people also have no desire to dislocate 
the business of the people of any other country. They are acting in a well- 
meaning way. 

'Some members have dwelt on the standard of living in Japan, and said 
that Japanese farmers differ from the farmers of western countries, but the 
important thing is that the standards of living of the peasant class are being 
raised year after year, and that many intelligent Japanese are working hard 
on means to improve the status of the farmers. 

1 Our French colleague has suggested that the calling of a disarmament 
and economic conference might be valuable. I see his point and I myself am 
thinking in the same way. But for the time being there may be no other 
alternative than our British friends' suggestion of quota arrangements for 
regulating trade. I have often said that we as countries shall be obliged to 
meet again. In 1933 we had an economic conference in London but unfortu- 
nately it ended without attaining success. I hope that in a few years this 
conference will be called again. Mr. Cordell Hull is inclined to be in favour 
of this kind of meeting. I quite see his reasons and am in full accord. With 
regard to a disarmament conference the London conference of two years 
ago broke up and the Japanese Government withdrew and abrogated the 
Washington treaty. But on that occasion our government said they were 
ready to join any future conference. They left the London conference because 
they were unable to agree on methods. They did not object to the object of 
disarmament.' 

These views were supported and elaborated in a formal evening 
address by a Japanese member, parts of whose remarks are given below. 

' I want to speak about the internal situation of Japan because without 
knowing the psychology and the physical situation of the Japanese nation at 
home you cannot possibly understand the nature of the expansion of the 
Japanese race. In the first place, I should like to call to your attention this 
simple fact, that the Japanese standard of living is not so low as some people 
might have thought. Those who have been in Japan realize that although 
we live in houses built of wood and covered with paper we are not living in a 
very primitive way. We may not all own Ford cars, but we still are happy 
with raising morning glories in our less expensive flower pots. We spend our 
money in different ways, sometimes less costly, but when you look at the 
expense of each household for education in proportion to the income of that 
house, you realize that we are not entirely benighted, hopeless barbarians. 



JAPAN 93 

Also, if you visit Japan you realize the sense of security in the Empire. You 
hear about assassinations, but none of us will assassinate you if you come 
here. In Tokyo you can send your daughter of 14 or 15 alone in the street 
in the evening. You realize the sense of order and neatness that we have. 
That is the nature of the Japanese. 

'Now I come to a more recent event, the famous February 26 incident. 
I do not need to go into the details of this story. I want to summarize the 
results of that uprising of some young military officers in Tokyo. Two out- 
standing things resulted out of this very unfortunate incident. One was 
this: that even when they shook the foundation of the country, they could 
not create a military dictatorship. In the second place, they could not 
suspend the working of the parliamentary system of government. Now we 
know that these two things are safe in Japan. 

'I must explain very briefly the psychology of these young military 
officers. It has been misunderstood abroad. These officers are mainly 
recruited from among the middle, labour, and farmer classes of the nation, 
and living as they do in barracks with other soldiers have not only the deep 
association of their homes but are constantly living with sons of other 
peasants. These young officers, so simple and genuine and single-track- 
minded, began to compare the distress in rural districts with the luxurious 
ways of living of a few people who had amassed money by industrial expan- 
sion, and began thinking that by putting some important people out of the 
way by changing the system of government and the economic order, they 
could bring blessing to the hard-working peasants. Therefore, although they 
were misguided, their motives were genuinely sincere. That is why in the 
past, after a few unfortunate incidents, they had to a great extent enjoyed 
the support of the peasants in the rural districts. But their last acts in 
February of this year made a tremendous change. On May 4 of this year the 
Emperor opened the Houses of Parliament in person and gave us an Imperial 
Rescript. Three days later, on May 7, while the atmosphere of Tokyo was 
still tense with the distress of this unfortunate and bloody incident, a small, 
unpretentious and ungainly man walked up to the tribune of the House of 
Representatives and began to make a speech of interpolations to the Prime 
Minister and the Minister of War . None of us expected anything extraordinary 
to come from this rather old gentleman, nearing his seventies, small of 
stature. Then suddenly this speech began to become one of the most historic 
speeches in the Japanese House of Commons. It is a very long speech, and 
almost at the end of every phrase he was applauded. Why ? Because he 
gave vent to the pent-up sentiments of the majority of the Japanese nation, 
and in a very frank way stated the facts of these military insurgencies of the 
past and present. At the end of the speech he severely criticized the interest 
of military people in politics, and stated: "Mr. Minister, I want to express 
the sentiments of the whole nation. The whole nation is indignant. There 
is a limit to the patience of the nation, and I want you to realize, although 
you might not have heard, because we are not free to talk outside of this 
House, but I am going to tell you frankly that the people are indignant, and 
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you should take steps to rectify this condition in the army." When he ended 
I realized that Mr. Saito had made a historical speech. The most surprising 
thing was not merely this speech but the answer he evoked from the Minister 
of War, who walked up to the tribune and said, "I have listened with 
intense respect, and I agree with the statement of Mr. Saito," and you can 
imagine the ovation these two men received in the House, and the next day 
the newspapers of the country, of which there are quite a few, carried a whole 
page of these speeches. 

'Now I want to make a very brief excursion into a forecast of the future. 
Will Japan close her eyes to the world and walk the path of isolation, 
politically and economically and intellectually ? If you study the history 
of the Japanese nation for the past thirty centuries you will realize that we 
have passed more serious crises than this, and we have passed always with 
a renewed interest in the whole world. The restoration of 1868 was started 
with the violent movement for closing the doors against the foreign bar- 
barians. I do not think that Japan will walk the path of isolation. In the 
second place I want to call your attention to a very simple thing. When you 
look at a foreign country, particularly when you do not read the language of 
the people, you are prone to place too much stress upon extreme sides of the 
picture. Now I lament the great importance placed upon the extreme views 
now in print or in oral expression about the Japanese. For instance in reading 
a most interesting and penetrating British data paper, I take exception to 
placing so much importance on the extreme view of 'Kodo' or the Imperial 
Way of government. I do not think that is the greatest thought of the 
Japanese nation at the moment. That, however, is entirely my individual 
view. The Japanese traditional policy has always been to accept the superior 
points in assorted cultures. We even now revere the name of Confucius and 
the Great Buddha. The debts we owe to the great nations on the Asiatic 
continent, China and India, are heavy. In the past three-quarters of a 
century our debts to western people have been very great, and we do not 
forget our gratitude to them. Therefore, I do not think the majority of the 
people follow the lines of isolation. 

*Now what about the Japanese liberals? Who were they who were 
assassinated ? Liberals. Who are now fighting at the risk of life in Japan ? 
So-called liberals. And if you could read Japanese books, &c. you would 
realize that we are not like some countries of Europe. We still have liberal 
traditions of thought. The liberals politically demand the maintenance of 
the parliamentary system of government. Economically they are demanding 
more and more socialistic legislation of the country. In this connexion I may 
say at present there are many things that even the well-wishers of Japan are 
not happy about and are not satisfied with, and I must confess there are and 
have been a number of things in the countries which I admire so much, 
France, England, and the United States of America, or China, there are 
things even in these countries which we cannot quite agree with. Therefore, 
I know that there are many things on which you cannot agree with us, but 
I want to conclude with this : we Japanese are now passing through the throes 
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of internal reconstruction, and I hope the friends in the outside world, the 
well-wishers of the peace of the world will have patience and sympathy for 
us, who partly due to geographical situation have beep meeting with these 
special difficulties, and partly to the exigencies of the time are facing the 
serious task now before us.' 

GENERAL PRINCIPLES OF JAPANESE FOREIGN POLICY 

In so far as commercial expansion reflects the policies of the Govern- 
ment, it must be considered as one of the elements in Japan's general 
scheme of relations with other countries. The question then naturally 
arises, as it did in one of the round tables : How far and in what regions 
is this commercial arm of foreign policy to be the dominant factor and 
how or when is it associated with, or overshadowed by, political and 
strategic considerations ? One round table was fortunate in being able 
to obtain from a leading Japanese student of the problem a statement 
which, because of several important new views it contained, provoked 
considerable discussion and some disagreement. 

He prefaced his statement with the remark that in Japan, as elsewhere, 
one encountered a great variety of opinions those of great industrial- 
ists, bankers, army and navy officials, small merchants, jingoists, and 
radicals. It was thus difficult to say that there was any single "Japanese 
view* on a question of foreign policy. Nevertheless, a first fundamental 
assumption to be kept in mind was that there was nothing odd or 
abnormal about the Japanese. They were not a 'queer people* even 
though they had their quota of queer individuals with queer opinions. 
They were an * ordinary common-sense nation desiring to live an 
ordinary life of reasonable security and stability, both static and 
dynamic'. A second fundamental fact which influenced all Japan's 
policies was the pressure of population and her poverty of natural 
resources. Because of this and because of Japan's peculiar geographic 
situation in close proximity to two large nations, he argued that Japan 
could not pursue a single or simple line of foreign policy. Despite 
popular Occidental theories, neither trade nor military expansion alone 
could explain Japanese policy. 

Looking at the question scientifically and disregarding minor irrita- 
tions which have occasionally offended the nation, he maintained that 
there were three broad geographical divisions in Japan's foreign policy, 
and that Japanese diplomacy observed these divisions whatever the 
political party in power at the time. 

First there was Japanese policy towards such regions as the British 
Empire, the United States, Western Europe, and South America. Here 
Japan's interests were almost entirely commercial and her foreign policy 
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was naturally directed to maintaining the idea of the 'Open Door* 
and of securing the maximum commercial benefits for herself. War or 
the use of force with any of these regions was out of the question. Japan 
could not send military forces to protect her trade interests in Europe 
or America, nor could France, for instance, send an army or navy to 
fight Japan. If in some cases the ' Open Door ' was not very wide open, 
Japan could simply try by whatever peaceful means were available to 
'have as much space as possible 9 . But war, frankly, was unthinkable. 

The second region is China, and here it is not possible for Japan to 
pursue such a unified policy. Owing to her geographical propinquity, 
Japan's interests in China were not simply commercial but were 
analogous to those conditions in the Americas which gave rise to the 
Monroe Doctrine. Questions of national defence and political stability 
came into play. It was essential to have in China not only a stable 
government but one that was not hostile to Japan, for an efficient but 
unfriendly government, through possible alliance with another strong 
outside Power, could become a menace to Japanese security. This 
should serve to explain that, if Japan used force in China, it did not 
mean, as was often supposed, that she had become a militaristic nation. 
It simply indicated that, in China, Japan's motives were 'pluralistic 
and not monistic'. 

The third region was the U.S.S.R., and here again the forces deter- 
mining Japanese policy were complex. What Japan feared was not 
so much the Soviet system of planned economy, to which many 
Japanese were sympathetic, but 'revolutionary tactics'. The majority 
of the Japanese did not like revolution ; they would not easily give up 
their idea of the Emperor as the pillar of the nation. They did not 
want to become 'a State of the U.S.S.B. ' with a resulting alteration 
in the fundamental character of the nation. They disliked the idea of 
the Communist Revolution in Japan and were opposed to Soviet 
propaganda. For these reasons Japan's relations with the U.S.S.R. 
were more complicated than those with Great Britain or the United 
States. 

Without a full realization of these basic geographic circumstances 
which directed Japan's policy into several different channels, it was 
impossible, he urged, really to understand her actions. These facts also 
explained why for Japan it was impossible to build up a system of 
collective security based on a too uniform ideology. 

This analysis evoked immediate discussion, for although foreign 
students of the problem have sometimes assumed or asserted the 
existence of such a threefold division of foreign policy, such an admis- 
sion has seldom been made so explicitly by the Japanese themselves. 
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The first query came from a Soviet member who asked whether, in 
view of this interpretation, the solution of outstanding issues between 
Japan and the U.S.S.R. could be accomplished only by the use offeree. 
The answer was that war or the use of force was certainly not the only 
method far from it. Peaceful diplomatic methods would always be 
used, if possible. The essential point was that the situation in these 
near-by areas had a special importance for Japan. Japan, for instance, 
was not greatly concerned as to whether Spain was communist or fascist 
since only a small commercial interest was at stake. But what sort of 
government was established in China was a matter of acute importance 
for Japan. The Japanese desired to solve all her difficulties with the 
U.S.S.R. in a peaceful way, but if the U.S.S.R. wanted China or Japan 
to become one of its constituent States there might be danger. The 
central fact was that the possibilities of Japan's using military force 
applied only to this part of the world not that war was the only 
solution. 

The idea of a threefold division was challenged by a British member. 
Speaking as a Socialist and as a member of the Labour Party, he said 
he could not accept the sharp regional differences of policy implied in 
the Japanese statement. British people in general had considerable 
sympathy with Japan's grievances, and among the Labour Party there 
were many who felt that Great Britain should not insist on maintaining 
a given status qua if that should prove to be unfair to other nations. 
In the same way they recognized that the condition of China must be 
a matter of greater importance for Japan than for Great Britain. Yet 
despite these differences in degree he felt that there should be a funda- 
mental uniformity about a nation's relations with other States, reflect- 
ing an equality of rights on which the whole idea of collective security 
was based. 

He was followed by a Chinese member who, in an effort to obtain a 
fuller explanation of the implications for China contained in the 
'threefold' Japanese policy, put the following questions: first, did the 
statement mean that present Japanese policy envisages the use of 
military force in China and that Japan had 'territorial designs' on 
China; and second, did the statement imply that Japan desired to 
have China as a ' closed economic area ' or would she support the ' Open 
Door'; third, if, as the Japanese say, they want a stable friendly 
government in China, does this mean a reversal of what most people 
have interpreted as Japan's usual policy of 'divide and rule' in China ; 
fourth, how does the Japanese Government expect to create a friendly 
administration in China when most Japanese activities there are arous- 
ing nothing but hostility from all sections of the Chinese people? 
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Finally, he inquired whether the recent military uprising of February 
1936 would mean any change in Japanese views hitherto expressed 
about China. 

In his reply the Japanese speaker admitted that, because of the 
geographical situation, military measures might be necessary if a 
hostile government should develop in China. Whenever possible, of 
course, Japan would seek a peaceful settlement of difficulties, but it 
had to be recognized that force or a display of force would find its place 
as an instrument of Japanese policy more in Asia than anywhere else. 
As to maintaining the 'Open Door', he thought it was economically 
impossible for Japan to monopolize the whole China market. There 
would always be some goods which only European or American 
countries could supply to China and thus, on the whole, the 'Open 
Door' would be preserved even though there would be some cases in 
which Japanese traders might receive special advantages in competition 
with Western rivals. On the third and fourth questions regarding the 
establishment of a Chinese Government both stable and friendly to 
Japan, he said no simple answer was possible. Opinion in Japan was 
uncertain as to whether China could be effectively unified under one 
government or whether in such a large country more than one govern- 
ment might be necessary. The final question was answered by a 
colleague who considered that the February coup would not produce 
any significant change in Japan's policy towards China. 

The most vigorous dissent from the Japanese statement was expressed 
in a subsequent meeting by a Soviet member. He insisted that the 
Japanese division of foreign policy into geographical compartments 
was contrary to the basic requirements of all work for peace. It con- 
travened what the Soviet Union regarded as a fundamental principle of 
foreign policy namely, that peace is indivisible. Unlike Japan, he said, 
the U.S.S.R. did not contemplate the use of force against Japan and 
had never considered that war was inevitable. 1 As regards the Japanese 
alleged fear of communism he maintained that that doctrine was not an 
exportable commodity and that, if Japan feared communism, it could 
only be because social and economic conditions within Japan were so 
unstable as to favour the growth of communism. He acknowledged 
that the U.S.S.R. was a strong nation, but urged that its strength was 
not a danger but a force working for the preservation of peace in the 
Far East. 

In a concluding remark the Japanese speaker again assured the Soviet 

1 For further discussions of Soviet foreign policy and Soviet-Japanese relations, see 
below, Chapter III, pp. 144-6, where the Soviet member's reply to the Japanese statement 
is fully quoted. 
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member of his conviction that all outstanding issues between Japan 
and the U.S.S.R. could be settled by peaceful means. 

1 1 have not been speaking ', he said, ' of the policy that ought to be pursued, 
and I do not wish to be understood as personally favouring the three-fold 
division of our foreign policy. I have merely mentioned the psychological 
and geographical facts which must be taken into account before there can 
be any progress towards building reliable peace machinery. Without recog- 
nizing these facts we can make no headway. In that spirit, I have tried to 
point out the factors which, if the world situation does not greatly change, 
will rightly or wrongly dictate our policy. If isolation continues, a trend 
towards an imperialistic policy may follow. This can be prevented if means 
can be found to satisfy legitimate psychological and economic demands. 
If these are ignored there may be danger. I am not speaking as a jingoist or 
advocating imperialistic designs in fact some of my friends regard me as 
a dangerous internationalist. My only concern is to describe the conditions 
to be met before effective peace machinery can be established.' 

The Japanese speaker's allusion to an analogy between the Monroe 
Doctrine and Japan's policy in eastern Asia served to revive a discussion 
that has had a place in several Institute conferences. An American 
chairman's remark, that the United States had also divided the world 
into two parts and had pursued diametrically opposed policies in them 
was immediately disputed by a leading British member. Apart from 
the question of whether the Monroe Doctrine had been a successful 
instrument for maintaining peace, on which he felt there was room for 
doubt, he questioned whether any valid comparison could really be 
made between the American and the alleged Japanese 'Doctrine'. The 
basic difference, as Senator Pittman had pointed out, was that the 
United States did not contemplate territorial expansion. His remarks 
were later supplemented by the following statement by an American 
authority on international law : 

'The United States does make geographical distinctions in its policy and 
in fact both England and the United States have in the past made attempts 
to do what Japan is doing now. I might refer to the illustration of Franco- 
British relations during the period of the Hundred Years War, when Britain 
literally did try to establish colonies on French soil, with the subsequent 
events which we all know. There are some similarities between the position 
of the United States and Japan. Both are great non-European powers ; both 
have exhibited a tendency to isolate themselves, namely the American refusal 
to join the League of Nations and Japan's withdrawal. The United States 
has four regional foreign policies, one for Europe, one for Latin America, 
one for the British Empire and Canada, and one for Asia. The Japanese 
speaker has said that Japan has a Russian policy, a Chinese policy, and a 
third for the rest of the world. Since the World War, however, American 
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policy has been less regional in its tendency. Once we thought that all Latin 
American questions should be settled by the United States. But recently we 
worked in co-operation with the League on such problems as the Letitia 
question and the Chaoo dispute. The Monroe Doctrine is being applied more 
on a world- wide scale. The idea of territorial integrity has now spread and is 
expressed for world application in the League Covenant, Article X. 

' The United States policy towards Canada may be likened in some respects 
to that of Japan towards Russia. Beginning with the War of 1783 and that 
of 1812, we have had actual conflict between the countries, growing out of 
mutual conviction that the boundaries were not permanently settled. Added 
to that, in the case of the War of 1812, was the desire of many Americans in 
the North-West to conquer Canada. The War of 1812 concluded with a peace 
without victory, in which the Treaty of Ghent established the status quo ante 
bettum, and provided for a demilitarized frontier. The period began with 
controversy and ended with disarmament and arbitration. Since 1817 the 
United States policy towards Canada has been one of disarmament and 
arbitration. 

The Monroe Doctrine was conceived as a policy of objection to interven- 
tion on the part of European powers with affairs in the American continent. 
It told Europe to keep out, and was essentially a European rather than a 
Latin American policy. Imperialistic practices began in 1846, in the acquisi- 
tion of Texas, then Mexican territory. Texas was acquired a good deal in the 
same way as Manchuria. First came settlers, then the establishment of an 
independent republic, speedy recognition, then union. There is a difference 
in the situations, however, in that Texas was uninhabited save by a few 
Indians and the settlers from the United States, whereas Manchuria had 
30 million Chinese already resident. The policy of imperialism was carried 
on further in Central America and the Caribbean. In the Civil War, President 
Grant made efforts to get Haiti and San Domingo. President Hayes stated 
the policy of encouraging a canal under exclusively American auspices, in 
spite of a pre-existing treaty with Great Britain which forbade it. Latin 
America came to associate the Monroe Doctrine with these expansionist 
policies. Panama was acquired in a manner again analogous to the case of 
Manchuria, in that the United States was under treaty obligation to respect 
the territorial integrity of Colombia. Later, under a democratic regime, 
indemnity was paid to Colombia for the territory, but it would be too much 
to say that an abstract justice was the only factor involved, for certain oil 
concessions were prominent in the arrangements. Imperialism added to the 
Monroe Doctrine the Roosevelt corollary, that the United States should 
assume police power in the Caribbean in order to force those countries to 
meet their obligations which were, through the Monroe Doctrine, out of the 
reach of their European creditors. 

'This policy is now abandoned ; beginning with the Wilson administration 
in 1918, the policy tended to change, although actual intervention occa- 
sionally occurred until in 1923 Secretary Hughes stated that intervention 
was not part of the Monroe Doctrine ; the Doctrine was to apply only to 
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non- American nations, to keep them out of America. This view has been 
reiterated since, in ratifying the Pact of Paris, in the memorandum by Dr. 
Clark, in President Roosevelt's "good neighbour" policy (which includes the 
renunciation of intervention in Cuba, withdrawal of American marines from 
Nicaragua), in the ratification of the Montevideo Convention, in which inter- 
vention was declared opposed to international law. To recapitulate, the 
Monroe Doctrine began as a means of preventing intervention ; it became 
a tool for imperialism ; it is now a policy ruling that intervention and aggres- 
sion are not legitimate. There has been a tendency to broaden its applica- 
tion, and to apply it to other than purely American situations. 

'American relations with Latin America differ in several other vitally 
important ways from those of Japan with China. These must be noted in 
any consideration of the possible analogy. In the United States, the popula- 
tion is larger than that of all the Latin American countries put together. 
Latin America was broken up before the Monroe Doctrine was promulgated, 
and the United States had nothing to do with that break-up. Except in 
the case of Colombia and Panama the United States was not under treaty 
obligations during the period of intervention.' 

JAPANESE POLICY IN NORTH CHINA 

From the consideration of Japan's foreign policy in general and the 
meaning of her special position in eastern Asia, several of the round 
tables turned for concrete illustration to examine the working of 
Japanese policy in North China, which since 1934 has constituted a 
kind of 'frontier region' in Japan's foreign relations. The round tables 
did not attempt at this stage to cover all aspects of Sino-Japanese 
relations as most of these were set for discussion in a subsequent topic. 1 
Instead they concentrated on the two questions of Japanese economic 
penetration and political control in North China and the not-unrelated 
problem of smuggling into the so-called 'Autonomous Regime' in 
eastern Hopei. 

According to Chinese members who based their statements on per- 
sonal observation in North China or on declaration of responsible 
Japanese military and business leaders, Japan now has the avowed 
policy of pushing ahead with a scheme for the economic domination of 
all North China. This will involve not only control and development of 
railways, aviation, and such industries as cotton spinning, which in 
Tientsin and Tsingtao have already passed almost entirely into Japanese 
hands, but also the exploitation of coal and iron resources and the 
extension of raw cotton production under something approaching a 
Japanese monopoly. All the signs, they felt, suggested that Japan 

1 See concluding sections of Chapter III below, and also N. Wing Mah and C. F. 
Chang, Sine- Japanese Relations since the Tangku Truce, May 31, 1933, China Institute, 
Shanghai, 1936. 
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wished to use North China as an agricultural reservoir and source of 
raw materials serving her own industries rather than to encourage 
diversified industries in China itself. To accomplish this they thought 
it was now indisputable that Japan was seeking effective political, as 
well as economic, control. 

To this a leading Japanese member made the following formal reply : 

'I must say that we have both political and economic considerations in 
the districts adjoining to our territory. We have great admiration for the 
Chinese nation, and we are of course well-wishers of the Chinese Republic, 
but it is very difficult, almost impossible, to observe an indifferent attitude 
to events which are sometimes injurious to us. This is because of our position, 
because of our geographical propinquity to China. We cannot remain silent 
with equanimity when there occur incidents which may prove detrimental 
to our interests. I think everybody can understand this. When there occurs 
a fire in a neighbour's house, it is quite necessary for those next door to 
take action, but of course before we take actual steps we must have mutual 
consideration for one another's interests. Now we come to the situation in 
North China. It is said that our attitude there is based on political con- 
siderations. Since the establishment of Manchoukuo, the situation in North 
China became more important to the Japanese because of its adjoining 
position. Until the year before last, there were in North China remnants of 
(the followers of) Marshal Chang Hsueh-liang, who used to govern Manchuria 
until 1931. These people caused great anxiety to the peace of Manchoukuo 
and there were also politicians who made efforts to disturb the peace of the 
newly established nation. In addition, Chinese Red armies came to the 
western districts bordering the province of Hopei and some of them even 
entered that province. 

'The movements of these elements caused great anxiety on our part, and 
in consequence the Japanese Government was obliged to pay great attention 
to the situation which was brought about in the beginning of last year and 
found it necessary to take some steps which are in accord with our object of 
maintaining peace especially in Manchoukuo. About that time, the local 
government which was under General Huang Fu gradually lost power and 
was succeeded by the Autonomous Government which was formed under the 
generalship of General Sung, who still maintains his authority at Peiping. 
And in the same year in the autumn a smaller government was organized by 
Mr. Yin Ju-keng at Tungchow in the demilitarized area which is situated in 
the north-eastern part of Hopei. At present both these autonomous adminis- 
trations are in existence, the former being a little larger than the latter. 
They are at present administering the provinces of Hopei and Chahar, the 
smaller at Tungchow making the demilitarized zone as its sphere. The 
Japanese Government has no connexion with these two administrations but 
it is observing a friendly attitude. It cannot be said at all that we have a kind 
of political control or anything like that. I make this declaration in the full 
sense of the words. Although I am not a member of the Government, I have 
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been told so often by government officials. We have no ambition of securing 
control in the political sense. But we do have a strong desire to promote 
economic relations between Japan and North China. Hitherto, until the 
year before last, the people in North China suffered from drought, famine, 
and maladministration, and were allowed to live in conditions of great 
distress. That was one of the reasons why these new regimes were established 
and in view of these facts our people are making an effort to help in the 
improvement of industry and agriculture in that part of China. What we 
want at present is cotton and wool production and so on. But this sort of 
thing is purely economic, not political. We may be forced to take account 
of political considerations, should the situation develop seriously to hamper 
the maintenance of peace in Manchoukuo. But otherwise I do not think our 
government may indulge in any interference in that part of China in a political 
way.' 

Notwithstanding this statement, most members of the round tables, 
when they came to examine the smuggling problem and the record of 
Japanese military activities in North China, were agreed that whether 
or not the Japanese Government as such had intended to interfere with 
China's development, there was no doubt that coercion of various kinds 
had been exercised by the local Japanese military authorities. Not 
only had the Chinese National Government been forced to suppress 
much of its political work, withdraw troops from the north, and see two 
rival governments established against its will, but in September 1935 
the Japanese Army in China had distributed pamphlets openly urging 
people to crush General Chiang Kai-shek's regime and erect a new 
Chinese Government. The growth of the smuggling business, as 
described by Chinese members, dated from the end of 1934 when the 
Japanese army leaders insisted on the withdrawal of Chinese Customs 
patrols, first from the Great Wall region and later from other Chinese 
parts such as Chinwangtao, where Customs patrol cruisers were pre- 
vented either by the threatened use of force or in some cases by actual 
violence from operating. By September 1935 Customs control in North 
China was practically non-existent and Japanese-controlled concerns 
in China such as the Shih-ho Transportation Company were openly 
carrying on a lucrative business in goods smuggled in by Korean and 
Japanese traders. Then, in the words of a Chinese member: 

'The creation of the "East Hopei Autonomous Government" under 
Japanese protection aggravated the situation still further. With the assis- 
tance of the Japanese gendarmerie, under the Kwangtung Army, the so-called 
"Autonomous Government" has been able to collect duties on goods passing 
through Eastern Hopei, at about a fourth of the normal Chinese tariff rates. 
Under Japanese pressure, the railways were compelled to assist in the 
transportation of smuggled goods southward and westward. 
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'At first the smuggling activities were confined to such goods 849 sugar, 
artificial silk, and cigarette paper. Since the Tientsin market became over- 
stocked with these commodities, the activities of the smugglers have been 
extended to cover many other kinds of products, notably kerosene, flour, 
piece-goods and fabrics of all descriptions. The enormous loss of government 
revenue, besides being a matter of serious concern to the Chinese national 
finances, assumes an international aspect when it is remembered that about 
40 per cent, of customs revenues are for the payment of foreign debt service. 

'The significance of the Japanese smuggling in North China is manifold. 
In the first place, it is a direct attempt to undermine the Chinese financial 
structure, with serious international complications. Secondly, it deals a 
serious blow to legitimate trading houses, which find it impossible to carry 
on their business. Serious economic repercussions are felt even in such a 
distant market as Shanghai, where substantial silk weavers throw up their 
hands in despair because they cannot compete with mushroom-growth 
factories using smuggled artificial silk as raw material. Thirdly, it has 
hampered the economic reconstruction of China due to the drastic reduction 
of government revenue which constitutes the main financial support of 
economic reconstruction. 

'It may perhaps be argued by our Japanese colleagues that smuggling 
activity in China is the result of increases in Chinese import tariff. It may 
be remembered here that there has been very little change in the height of 
the Chinese tariff from 1933 to the present time. Although detailed com- 
parison of the tariff level is always difficult, it is generally recognized that 
the average height of the Japanese tariff far exceeds that of the Chinese 
tariff. Perhaps it is well to bear in mind also that if smuggling should be used 
as a means of forcing down the tariff of a country, no self-respecting nation 
can submit. I wish to stress the fact that the legitimate trade expansion of 
Japan into China is welcome, but what we are concerned with is the method 
used. This smuggling is undermining our whole economic structure on which 
the Chinese Government rests. China will be undermined as though defeated 
by military force by this underground economic force.' 

These opinions were supported by British members, who said that 
both the British Government and British commercial interests had 
viewed the smuggling situation with great anxiety not only because of 
its possible injury to British business but because of its indirect harm 
to the stability and integrity of the Chinese Maritime Customs whose 
revenues provided the security for some foreign and internal loans in 
China. Moreover, the fact that the smuggling had reached its height 
at a time when China was hard hit l>y the economic depression and 
was struggling to effect reforms in her currency and banking systems, 
suggested, at least to many Chinese, that it was being deliberately 
adopted as a new way of reinforcing Japanese diplomatic pressure for 
political concessions. 
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Not all Japanese members attempted to rebut these arguments. 
Those who did took the view that smuggling was no new problem for 
China, that it had been known for many years in parts of South China, 
and that, because all Customs revenues went to the Central Govern- 
ment, the provincial authorities were seldom eager to co-operate with 
the Customs patrol service. There was, of course, no attempt to deny 
the existence of the smuggling in North China or the fact that Japanese 
goods and traders were chiefly concerned. The illicit trade was even 
acknowledged in Japanese statistics under the title of "special trade'. 
Their other main argument was that China had brought it upon herself 
as a result of raising tariff rates so high as to make smuggling profitable. 

'Since China got tariff autonomy', said one Japanese, 'she has 
steadily raised tariff rates (six times since 1926), particularly on goods 
mainly supplied by Japan. Rates on rayon, for instance, were increased 
250 per cent, from 1926 to 1935. So we preferred to take a cheaper way 
and when the Hopei Autonomous Government lowered rates, our goods 
naturally went there. This is admittedly harmful to the Nanking 
Government but it really cannot be called smuggling.' 

In theory it was said that other nations besides Japan could send in 
their goods through the 'Autonomous Government' presumably, of 
course, on condition that they were willing to have relations with it. 
In fact only Japan had such relations and, though Japanese members 
insisted that Japan did not formally 'recognize' it or exercise control 
over it, it was admitted that some Japanese advisers were in its employ 
and that ' naturally the Japanese were friendly to an autonomous regime 
friendly to them'. Western members speculated on the probable effects 
in the United States if, for example, a separate government were 
established on Delaware Bay with a lower tariff in order to admit 
foreign goods behind the regular American tariff wall, and Chinese 
members protested that Chinese troops had not been permitted by the 
Japanese to enter the smuggling districts in order to suppress the 
movement, but no formal expression of agreement on the problem could 
be secured from the round table, which thus closed on a note of con- 
troversy destined to reappear in the subsequent round table topic 
on China. 



CHAPTER III 

THE UNION OP SOVIET SOCIALIST REPUBLICS 
INTRODUCTION 

THE Soviet Council is a new member of the Institute of Pacific 
Relations. It was formed in 1934 and the Yosemite Conference 
was the first at which there have been Soviet members. 1 Members from 
other countries, many of whom had met at earlier conferences, were 
not certain of what to expect from the new group. Naturally, it was 
expected that they would bring a different point of view to the discus- 
sions, one perhaps disconcerting but certainly of considerable impor- 
tance to-day. Similarly, the information that they might give in regard 
to the international policy of their country in the Pacific would throw 
light on an important segment of the Far Eastern puzzle. All of this 
was new and unfamiliar to the Institute of Pacific Relations. What 
effect would it have on the discussions ? The other groups welcomed 
with interest and perhaps a little apprehension their new fellow members. 
In a similar spirit the Soviet Round Table discussions at Yosemite 
were approached by the other groups. Their questioning, sometimes 
reflecting grave doubts as to the implications for the future entailed in 
the existence of the Soviet Union, indicated genuine curiosity as to the 
nature and motivation of Soviet policies coupled with a marked willing- 
ness at the outset to confess ignorance of most of the facts. This made 
for calm discussion of even the most controversial points in Soviet Far 
Eastern Relations, and by the end of the Round Table there was a 
surprising degree of agreement regarding some of the points most fre- 
quently raised in alarmist discussions of the Far Eastern situation 
such points as the "red menace" in the East, the nature of the Franco- 
Soviet Pact, and the relations between the U.S.S.R. and the Mongolian 
People's Republic. Although the statement by the Soviet members of 
the theoretical implications and inherent tendencies of socialism might 
not be taken for granted without further discussion, there was general 
acceptance of the strictly pragmatic statements by non-Soviet members 
as to the absence of expansionist tendencies in the Soviet Union. 
Unfortunately, limitations of time prevented a thorough discussion of 
the theoretical aspects of socialism as contrasted with capitalism. The 
lack of such an analysis by experts was regrettable, but did not seriously 
weaken the general discussions in the Round Tables, as there was enough 
concrete evidence of the direction in which the Soviet Union is now 

1 A Soviet observer attended the third Institute conference in 1929. 
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developing, quite apart from any theoretical explanation of why it must 
so move, to serve as a basis for discussing its future position in the 
Pacific Area. 

Because this was the first appearance of the Soviet Council at an 
Institute Conference, it was necessary to discuss many general questions 
which in the future may serve merely as a background for discussion. 
Considerable time was spent discussing the socialist system generally 
as it now exists in the U.S.S.R., the Soviet attitude to international 
relations in general, and its effect on them. This laid the basis for the 
more specific analysis of the present situation in the Far East, involving 
a consideration of the economic, political, and military development 
of the Soviet Far East in its relation to the rest of the Pacific ; Soviet 
relations with China, Japan, and the Mongolian People's Republic ; and, 
finally, the Soviet attitude towards the general international problems 
of the Pacific and possible solutions for them. 

SOCIALISM 

The Soviet Union now claims to have reached the stage of socialism, 
an economy in which the vast majority of the means of production are 
socially owned. In 1935, 97*8 per cent, of the national income was 
derived from the socialized sector of the national economy. 1 This in- 
cludes the state property, consisting of factories, means of communica- 
tion, and state farms, and the co-operative-collective farm property. The 
balance is in the hands of individual artisans and peasants, who are not, 
however, permitted to hire labour to assist them in production. 

This socialism brings in its wake the establishment of a "classless 
society', by which the Soviets mean a society in which every group has 
fundamentally the same type of relationship to the means of production 
inasmuch as all receive income on a basis of their labour output none 
on a basis of ownership. 2 This raised the question of whether such 

1 Indices of Socialist Construction, U.S.S.R. Council, 1936, p. 24. 

a Cf. Articles 4, 11, 12 of the 1936 Soviet Constitution. 

Article 4 : The Socialist system of economy and the socialist ownership of the imple- 
ments and means of production, firmly established as a result of the liquidation of the 
capitalist system of economy, the annulment of private property in the implements and 
means of production, and the abolition of exploitation of man by man, constitute the 
economic foundation of the U.S.S.R. 

Article 11 : The Economic life of the U.S.S.R. is determined and directed by the state 
plan of national economy for the purposes of increasing the public wealth, of steadily 
raising the material and cultural level of the toilers, and of strengthening the indepen- 
dence of the U.S.S.R. and its defence capacity. 

Article 12 : In the U.S.S.R. work is an obligation and a matter of honour for every 
able-bodied citizen, according to the principle: 'He who does not work shall not eat.* 

In the U.S.S.R. the principle of socialism is realized: 'From each according to his 
ability, to each according to his work/ 
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a homogeneity of economic interest is likely to kill initiative and efforts 
to improve productive methods. It was not clear why this point should 
be brought up, in view of the fact that the many people who in capitalist 
countries do not own the establishments in which they work aim to 
improve then* own living conditions through good work. The same 
motive seems to operate under socialism, even if the mechanism by 
which better work, increased efficiency, and modern inventions improve 
the living standard of the individual effecting these improvements may 
differ from that prevailing under capitalism. As an indication that, in 
fact, initiative is far from stifled by homogeneity of economic interest 
and absence of private ownership of the means of production, the 
Soviets point with pride to the Stakhanov movement. This new move- 
ment to improve productive efficiency originated among miners and has 
spread to workers in all branches of economy. It is sponsored and 
promoted by working people themselves, sometimes in the face of 
opposition from plant directors and engineers. This widespread drive 
for increased efficiency seems to indicate a belief among the workers 
that it will not bring with it a danger of technological unemployment 
and will mean increased real income for all. 

The approach towards the ' classless society ' is regarded as ushering 
in the possibility of extending rights and privileges to an increasingly 
wider portion of the population. The new Constitution of 1936 is 
held to guarantee full political equality to all strata of a virtually 
classless society. The use of the word * toiler* in the constitution is 
not intended to distinguish the toilers from some other group of the 
population. It is used interchangeably with ' citizen ', since every citizen 
of the Soviet state is now a toiler. This contrasts with the use of the 
term 'proletariat' in earlier constitutions, which drew a definite distinc- 
tion between the proletariat and the other classes in the state. Likewise 
the use of the phrase ' the most active and conscientious citizens ' in 
connexion with the members of the Communist Party is not intended to 
distinguish them as a 'class' from the rest of the population. It merely 
describes the members in respect of their political consciousness. 

The changes in the new Constitution reflect not only equality as 
between peasant and worker, intellectual and manual worker, but 
also between members of all the national groups within the U.S.S.R. 
It has long been a principle in Soviet law that all nations are free and 
equal. But they could be legally declared so without in fact being so, 
because of differences hi education or productive ability. The new 
Constitution in promoting more national regions to the status of 
Union Republics marks further progress towards real material equality 
among the nations of the U.S.S.R. 
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The question of equality immediately raises the issue of democraoy. 
"In our opinion our Constitution provides the most consistent and com- 
plete democracy', asserted the Soviet members. But the matter is one 
of definitions and concepts. The Soviets in discussing a comparison 
between their democracy and that of the traditionally democratic 
countries raise the question of the 'compatibility of economic inequality 
and unfreedom with juridical equality and formal political freedom'. 
The Soviet conception of democracy seems to mean democracy for the 
working majority of the population. As socialism and ' classlessness ' 
approach, this group becomes extended and includes the bulk of 
the population all those who have fundamentally similar economic 
interests. 

'The new Constitution', said a Soviet member, 'is a further step in the 
development of democracy and the strengthening of liberties. It points 
towards the classless society. A class society provides the foundations for 
differing parties and creeds. This is not the case with the classless state. 
Here there is no disagreement on fundamental questions. The main obstacle 
to the development of an opposition point of view on fundamental issues is 
the lack of any social and material basis for such an opposition party.' 

Within these concepts the Soviets have always claimed to be demo- 
cratic. The working population has always had economic freedom and 
equality of opportunity as well as all the traditional democratic rights 
of freedom of speech, press, assembly, and religious worship. All these 
rights have likewise had the traditional limitations that are placed on 
all democratic rights they must not be used to undermine the state. 
This point was the subject of much controversy. How far can these 
rights be used even to criticize the socialist system ? It was asked what 
would happen if 'the kulaks sought to print a paper advocating their 
own deliquidation'. The reply was that such a situation is inconceiv- 
able because there is no economic or social reason for any one being 
interested in such a paper. While the reply did not answer the question 
directly, from the ensuing discussion it could be concluded that in the 
Soviet Union, as in other countries, limits on free speech vary with the 
situation. And at present the conditions are such that the limits are 
quite wide and the rights are being enjoyed by all groups within the 
country, former kulaks, merchants, priests, &c. An American sum- 
marized this point as follows: 

'The discussion shows that the constitution as a written document throws 
little light on the situation in a country. We must consider actual conditions. 
It is possible that under changed conditions the U.S.S.R. might give people 
the right to talk freely of capitalism. This might work to the injury or dis- 
favour of capitalistic ideas rather than the reverse. The point is that the 
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constitution gives relative free speech. I ask whether any country gives 
more?' 

In regard to religious freedom, the new Constitution was said to 
maintain what has been the official attitude for some years past, namely, 
that religion is a personal matter and is to be kept separate from the 
state and from the schools. But a new provision is that priests are no 
longer to be disfranchised. Freedom to perform religious rites and free- 
dom to conduct anti -religious propaganda is granted. 'The chief thing 
that appeared to emerge from these discussions', said the rapporteur, 
'was that the various freedoms must be regarded both in their verbal 
context in the Constitution itself and in their historical setting. ' 

THE ECONOMIC ORGANIZATION OF SOCIALISM 

The principal question involved in the discussion of the nature of 
socialist economy is how far the immunity of Soviet economy from the 
present world depression is due to the nature of socialism and how far 
it is explained by the fact that the Soviet Union is at present in a stage 
of capital expansion similar to that which occurred in the United States 
at the close of the last century. Time alone can prove this conclusively. 
The Soviet members maintained that in a non-profit economy where 
purchasing power or consumption is directly related and proportional to 
production, there can be no cyclical periods in which production outruns 
effective purchasing power. Likewise there will never be any unemploy- 
ment. They say: 

'Absence of unemployment is an inherent characteristic of the Soviet 
socialist economy. Man is the fundamental productive force and the libera- 
tion of workers from one factory means there is more productive force avail- 
able for use elsewhere, and it is accordingly applied to create increased 
production. In the capitalistic economy the motive force of production is 
profit and if for any reason the prospect of profit is absent, labour is not 
employed in production.' 

Whether or not there are cycles under socialism, there may be, 
however, maladjustments between the production of certain types of 
commodities and the market demand for them. Under a centrally 
controlled economy, the magnitude and seriousness of such maladjust- 
ments will depend on the efficiency of the planning apparatus. It was 
suggested that a danger may be found in the cumulation of errors in a 
socialist state through the centralization of decisions, since there would 
be no compensating errors in another direction. At the same time it is 
equally likely that these dangers may be offset by the advantage of a 
centralized power for the quick rectification of errors and the distribu- 
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tion of their costs over the whole economy, instead of concentrating 
them in the sections where the errors are committed. 

The apparatus for planning within the Soviet Union is described in 
the following extract from a data paper: 

'Briefly, the planning and operative functions of the Commissariats have 
gained in importance and the State Planning Commission (Gosplan) has 
become more and more an advisory body. 

'A picture of the process of planning may perhaps be best obtained by 
describing the making of the national economic plan for 1936. In the summer 
of 1035 the Gosplan began making the first estimates or control figures or 
"limits" for 1936, on a basis of the data for the first half of 1935. At the 
same time, it prepared schedules to be filled in by the enterprises in the 
different industries. These schedules were sent out to the separate factories 
or trusts by the respective Commissariats. Each factory has its planning 
bureau, which collects the materials on the basis of which its annual plan is 
prepared. The preparation of plans in each factory is now essentially and 
primarily the function of the administration. There is no representation in 
the planning bureau either of the trade unions or of the Party organization, 
though the planning bureau may call in representatives of the trade unions 
and of the Party for consultation. Thus, in the determination of the total 
wage fund of the factory for the coining year or in the computation of the 
social insurance estimates or of the funds for improving the standards of 
living of the workers, the trade union representatives are consulted by the 
administration . 

1 The plans of the single factories are transmitted to the administration of 
the trust in which the factories are organized if there is a trust in the industry, 
or directly to the Commissariat, if there is none. These plans are then ex- 
amined and analysed in the planning sections of the industrial divisions of 
the corresponding Commissariats, and combined into a total balance sheet 
for the industry. Between July and October the various Commissariats 
prepare their estimates of what they will need and demand for 1936 and 
submit a series of special plans for finance, trade, labour supply, etc. to the 
State Planning Commission. 

* It is then that the State Planning Commission studies these plans with a 
view to co-ordination. Under a decree of April 5, 1935, the Commission has 
been reorganized on a new basis and it now includes both industrial and 
"synthetic" (co-ordinating) sections. 

' The sixteen sections of the first kind deal with the planning of the separate 
major industries, construction, transportation, etc. These sections have only 
a small number of members, but seem to be composed of men who were 
thoroughly familiar not only with the industry as a whole, but also with the 
individual plants and enterprises within their industry. Each section thus 
has the task of going over the plans as submitted by the Commissariat and 
making suggestions for changes regarded as necessary. 

' These sections usually aim at maintaining a better balance in the making 
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of the plans within each industry, with due regard for the various needs of 
the country. This function may be illustrated by a concrete example. At 
the present time in the U.S.S.R. there is a widespread movement for the 
reconstruction of cities, which calls for a certain output of water pipes and 
sewer pipes. On the other hand, there is the task of improving the transporta- 
tion system, especially the railroads, which implies an increased production 
of rails. In the allocation of resources and funds for these two different pur- 
poses, one or another of the groups may exercise a preponderant influence in 
the decisions of the Commissariat. More likely than not the bias would be in 
favour of increasing the output of rails. It is here that the industrial sections 
of the Gosplan can intervene by trying to balance the different demands for 
the products of industry. 

'There are five "synthetic", and a number of special, sections in the Gos- 
plan which deal with the co-ordination of the plans for the major economic 
branches (sections for industry, transportation, trade, finance, labour and 
cadres, etc.). Their task is largely a statistical one, consisting in examining 
the various estimates submitted by the different industries with regard to 
particular topics, such as labour supply, social insurance funds, etc., and in 
seeing that both sides of the national statement balance. . . . 

'Between October and December, the sections of the Gosplan thus syste- 
matize the separate plans for 1936, which are transmitted to the directing 
heads of Gosplan. Before its present reorganization the Gosplan had what 
was called a praesidium, consisting of the chairman, three vice-chairmen, 
and the heads of the different sections. At the present time this praesidium 
is no longer in existence. The chairman of the Gosplan and his three associates 
are alone responsible for bringing together the major balances prepared in the 
co-ordinating sections. They thus prepare a general balance sheet or plan 
for the ensuing year. The general plan has merely an advisory character. It is 
submitted to the Council of People's Commissars, which may adopt it either 
in the form in which it is presented or with some modifications. It becomes 
the law of the land when it is approved by the Central Executive Committee. 

'In the preparation of the Plan for 1936 the Gosplan and the Commissariats 
have worked together and have consulted the trade unions. This is made 
necessary by the fact that in the preparation of plans many factors are 
taken into account. The question whether more resources should be supplied 
to the development of heavy industry or light industry, to wages or capital 
account, must be determined on the basis not only of economic but also of 
political, social, and international considerations. Such decisions can be 
taken only by the Government, and the technical makers of plans must 
work out their balances accordingly. This would explain in some measure 
the increasing importance of the Commissariats in planning. For instance, 
the planning division of the metal industries in the Commissariat for Heavy 
Industry has about 25 persons, while the corresponding section in the Gosplan 
has only 4 employees. As indicated above, the Commissariats are the opera- 
tive agencies which carry through the plans, and which therefore can modify 
plans in the course of the year, as they often do. ... 
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'Through the procedures of planning, the economic system of the U.S.S.R. 
is being shaped and moulded in accordance with a conscious ideal and on the 
basis of a more or less scientific examination of the resources and conditions 
of the country. But it would be unrealistic to imagine that the making of 
economic plans and their execution are entirely smooth and painless processes. 
Even the preparation of plans involves a considerable amount of disagree- 
ment and friction and calls for the reconciliation of conflicting points of view 
and interests. The execution of economic plans particularly is a process of 
daily struggle within separate factories, mines and mills, and in the country 
as a whole. 

'At the present stage of economic development of the country the signifi- 
cant and interesting thing is the change in the scope and character of planning 
which results from increasing production. As the number of factories in- 
crease, as industry becomes diversified, as the possibilities of consumer choice 
become greater, the problems confronting the Soviet planners become more 
complex. They are anticipating these problems and are preparing to meet 
them.' 1 

The question of consumer choice, mentioned in the last paragraph, 
is one which has long perplexed theorists of planned economy. ' What 
means are there in the Soviet Union', it was asked, 'to determine the 
wishes of consumers ? And how do consumers know what they want if 
the management does not introduce new things ? s The latter point is 
hardly well taken in view of the widespread interest in the Soviet Union 
in new foreign inventions and the rapid introduction of new products. 
The more serious aspect of this problem of consumers* choice is that 
of finding a sensitive and quickly acting system to register changes in 
consumers' demand and transmit these changes to the planning of 
production. Such a system has not yet been satisfactorily devised and, 
as there is still a demand for every kind of product, it is not yet an 
urgent matter, although it is one to be faced in the not too distant 
future. 

This raises the question of the means available for transferring re- 
sources from one type of production to another with a minimum of 
waste and delay. It is obvious that nowhere is there an insatiable 
demand for any one type of commodity for instance, automobiles, 
although in the Soviet Union there is no prospect in the immediate 
future of a complete satisfaction of the demand for such things. In 
this regard the Soviet members made the following observations : 

'In the Soviet Union our distances are so great, our automobile production 
is relatively so small, and our population is so large that saturation of the 

1 Lewis L. Lorwin and A. Abramson, The Present Phase of Economic and Social 
Development in the U.S.S.R., I.P.R. Secretariat, 1936. (Reprinted from The International 
Labour Review.) 
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internal market for automobiles is a very remote contingency. But by 
planned economy, production can be geared to demand . . . public ownership 
means that all enterprises are in one hand. Production need not be pushed 
in any one unit of an industry if the product is not needed. Workers and 
means of production can be redistributed. Readjustment may be foreseen in 
planning the kind of production needed.' 

This question is of more than theoretical importance. It has a bearing 
on Soviet foreign trade, especially if, during the period of readjustment 
of production, it should be necessary to dispose of a surplus unwanted 
in the domestic market. Some members asserted that in the past certain 
markets have been affected by so-called Soviet * dumping* for instance, 
the Canadian markets for wheat and lumber. The nature of this trade, 
its motivation, and its implications are thus of great importance to out- 
side nations. The Soviet thesis is that socialist production can be and 
is geared entirely to internal consuming capacity. They contend that 
'rapidly rising standards of living create unlimited possibilities of 
development in the internal market. The increasing production under a 
planned socialist economy is and will be rapidly absorbed by growing 
consumption. There is no objective limit to the rise of standards of 
living and cultural standards. ' Furthermore, there is to be considered 
the fact that in the Soviet Union one of the aims is the reduction of 
working hours. For these reasons, in the Soviet Union it is considered 
'unthinkable that need should ever arise for a foreign trade expansion'. 
As a result, Soviet trade consists entirely of imports to supply deficit 
needs of the internal market, especially technical novelties, and the 
exports necessary to pay for them. 

In the past, during the period of intense capital construction, espe- 
cially under the first Five- Year Plan, the Soviet Union imported large 
quantities of producers' goods. This was necessary because of the back- 
ward condition of heavy industry as inherited from the Tsarist regime 
and the speed at which the Soviet Union desired to reorganize this 
economy. In the absence of foreign credits to spread the cost of the 
imports over a long period, it was necessary for the Soviet Union con- 
currently to export goods to a like value. This caused the appearance 
on world markets of quantities of Soviet commodities far larger than 
had previously been the case though still less than the pre-war level of 
exports. Such a flood of goods was immediately branded with the 
somewhat ill-defined, but definitely disparaging term, 'dumping'. The 
contention was made by some non-Soviet members that under socialism 
there is no cost of production, no price below which goods cannot be 
sold * profitably'. To others, however, such a contention can hardly be 
substantiated, since socialism does not claim to have found a system of 
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production without expenditure of labour and material. As the Soviet 
delegates pointed out, "the non-profit system does not mean that it is 
no longer necessary to meet production costs '. But while it cannot be 
said that in the Soviet Union there are no costs or that the costs are 
unknown and that the price on exports can therefore be placed at any 
level to suit the whim of the Commissariat of Foreign Trade and to 
undercut foreign producers, the fact remains that a foreign trade 
monopoly makes it possible to rationalize foreign trade and conduct it 
as economically as possible. 

The trade policy of the U.S.S.R., in short, is based on the attitude 
that foreign trade is not essential to its economy. 

"The U.S.S.R. has achieved technical and economic independence ; foreign 
markets play only a subsidiary part in its economic activity. The U.S.S.R. 
is not dependent on exports, unlike many other countries. At the same time 
it is not refusing to develop economic, commercial, technical, and other rela- 
tions with other nations on a basis of mutual advantage. The aim of becom- 
ing a self-supporting and economically independent country, which we have 
achieved, has nothing to do with theories and practices of "self-sufficiency" 
and "autarchy" so fashionable nowadays in some of the "authoritarian" 
European countries. We are not for economic isolation. . . .' 

As regards competition, Soviet members pointed out that 'if we 
export at all, there will be competition'. But they did not consider this 
a disturbing factor, since their exports and imports are not large and 
are planned to balance not with individual countries, but with all. 
So far as they use up purchasing power, they likewise create it in equal 
measure. 'In 1929 our import of machinery held up the industry for 
the rest of the world. If we buy machinery and sell wheat, it means 
more purchasing power for England. ' 

Though some members still expressed fear of the possible destructive 
ends to which a foreign trade monopoly could be used, others felt that 
only under such an arrangement could some of the international trade 
difficulties be cleared up. There were those who said that a scientific 
regulation of a nation's internal economy and resources was the only 
possible basis for controlling the external trade and making it possible 
effectively to regulate international differences in this field. Others 
said that simply to control the external trade of a country would 
alleviate international frictions as, for instance, if Japan would regulate 
the rate of distribution of certain commodities sold in the world market. 

On the whole the present situation in regard to Soviet trade was 
regarded as favourable. The Soviet Union was actually participating 
in international commodity agreements, such as the lumber agreement. 
Likewise various nations were seeking to increase their trade with it. 
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Canada and New Zealand were both reported to be considering trade 
agreements with the Soviet Union, and it was shown that the trade 
between the United States and the U.S.S.R. had substantially exceeded 
the amount aimed at in the trade agreement of 1935. Far from being a 
disturbing factor in the world, it was an encouraging one. 

PLANNED ECONOMY AND ITS RESULTS 

What has the Soviet Union accomplished? What has been the 
nature of its planning and what has this meant in terms of material 
output? In a Soviet data paper the following figures 1 are given, in 
millions of rubles at prices of 1926-7 : 



Year 


Gross Output of Large- 
Scale Industry 


Gross Output of Agri- 
cultural Production 


1913 


10,251 


12,607 


1929 


19,923 


14,745 


1930 


25,837 


14,008 


1931 


32,263 


13,944 


1932 


36,878 


13,072 


1933 


39,934 


14,017 


1934 


48,200 


14,591 


1935 


58,800 


16,097 



These figures show a rapid growth, especially in industrial output. This 
is explained by the introduction of modern industrial technique, the 
building of entirely new industries, and the doubling of the number of 
people employed in large-scale industry. What does this mean in 
terms of national income ? It is exceedingly difficult to obtain satis- 
factory statistics on national income in any country, since there are no 
facilities for computing the output of home products for home consump- 
tion. This is, of course, a larger item in the income of the agricultural 
population than in that of the industrial population. This factor is of 
considerable importance in the Soviet Union, since only 40 millions of 
a total of 170 millions are urban population. It is known, for instance, 
that during the initial period of collectivization the peasant handicraft 
industries declined rapidly. And despite the subsequent rehabilitation 
of these home industries, the output is perhaps as low as, or lower than, 
before. While the absence of figures on this point may invalidate the 
percentage increase in national income as shown in the following table, 
it does not invalidate the absolute increase in the various branches of 
economy for which statistics are usually collected in computing national 

1 Indices of Socialist Construction, op. cit n pp. 2-5. 
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income. It may be pointed out that similar statistics for countries like 
the United States show what appears to be a surprising relation between 
agricultural and industrial production. The disproportion between 
agricultural and industrial prices, existing during the past decade both 
in the Soviet Union and in capitalist countries, though for different 
reasons, makes the relative share of agriculture and industry in the 
national income seem out of proportion to the relative size of the 
population engaged in the two branches of economy. The figures on 
national income as given in the Soviet data paper are as follows : 



Industry 
Agriculture 
Building 
Transport 
Trade . 
Public catering 
Other . 

Total* . 



Billions of Rubles in prices 




1926-7 


Per cent, of Total 


1930 


1931 


1932 


1933 


1934 


1930 


1931 


1932 


1933 


1934 


14-8 


17-4 


20-6 


23-0 


27-9 


42-2 


42-6 


45-3 


47-4 


50-0 


8-7 


8-6 


8-4 


9-2 


9-4 


24-9 


21-0 


18-4 


18-9 


16-8 


3-8 


6-2 


6-2 


5-6 


6-7 


10-9 


16-2 


13-6 


11-5 


12-0 


2-0 


2-1 


2-5 


2-6 


3-0 


5-7 


5-1 


5-5 


5-5 


5-4 


4-2 


5-1 


6-0 


6-0 


6-7 


12-0 


12-5 


13-2 


12-4 


12-0 


0-2 


0-3 


0-8 


1-0 


M 


0-6 


0-7 


1-8 


2-1 


1-9 


1-3 


1-2 


1-0 


1-1 ; 1-0 j 3-7 


2-9 


2-2 


2-2 


1-9 


35-0 ! 40-9 


45-5 


48-5 


55-8 ! 100-0 1 100-0 


100-0 


100-0 


100-0 






1 i 





* The corresponding figure for total income was 21-0 in 1913 and 28-9 in 1929. 

While these figures are interesting, it is unnecessary to rely on statis- 
tics of national income to judge the economic growth of the Soviet 
Union. Statistics on production and investment are sufficient. These 
were summarized in the following remarks by the Round Table rappor- 
teur: 

'The amount of new capital invested has been multiplied five-fold. We are 
accustomed to the sight of uninvested and uninvestable capital. The Soviet 
Union faces that unfamiliar phenomenon an apparently insatiable demand 
for more capital for more investment. Let me remind you of some of the 
achievements of the Soviet Union in quantitative rather than monetary 
terms. One test of activity which will be most convincing is the test of the 
volume of railway transportation. Anyone who has travelled on a Soviet 
train will hardly dispute any figures about the density of travel. At the 
beginning of the planned period 187 million tons of freight and 365 million 
people were carried in one year. Six years later the railways carried nearly 
three times as many tons of freight and 919 million people. Progress in 
agricultural output is shown by an increase in production of the principal 
cereals from 717 to 901 million centners from 1929 to 1935. In industry the 
output per worker employed has increased about 64 per cent, while the 
number of workers has approximately doubled. . . . The rate of development 
in the Soviet Union is certainly startling. In the old days the economists 
used to talk when they spoke with more confidence than they do to-day of 
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3 per cent, per annum as a normal rate of increase of all the production of 
the whole world. In the Soviet Union an increase of about 16 to 20 
per cent, seems now to be regarded as the minimum that is respectable. 
Second, one common economic assumption is disproved by recent events in 
the Soviet Union. This is the assumption that what is known as economically 
backward areas will be developed by the surplus capital of other countries. 
This may have very important meanings for other parts of the world.* 

The basis on which this progress has been carried out was described 
by a Soviet member as follows : 

* Socialist construction was carried out on a basis of a planned and rational 
development of productive forces and opening up of new resources. To 
understand the significance of what has been achieved it is necessary to 
visualize for a moment what was the starting point. We had to start from 
extremely low levels. There were people in our country who denied the 
possibility of building up socialism in our country. The Trotskyist counter- 
revolutionaries who are being tried at this very moment in Moscow for a 
contemptible plot against the life of the great leader of our country Stalin 
proclaimed the impossibility of successful socialist construction. Theirs 
would have been a policy of internal and external adventures, instead of the 
present policy of construction within and peace without. They were defeated 
by lack of any mass support and thus the very fact that they finally resorted 
to desperate acts and plots of individual terrorism is in a way a peculiar 
illustration of the plenitude of our victories. 

'Old Russia was a country with a very low level of general industrial 
development, an extremely low standard of living for the great majority, 
and with a lack of development of natural resources, a great part of which 
were hardly even known. 

'Russian and foreign capital developed only those resources and regions 
which could be most conveniently exploited for a direct and rapid profit. 
Besides the general lack of development, this resulted in an extremely 
unequal distribution of productive forces. Three-fourths of the whole of 
industry was concentrated in a few regions of European Russia. The greater 
part of the country was sparsely populated and was kept on a primitive 
level. The relationship between the central parts of the country and its 
outlying regions was of a clearly colonial character. Siberia, Central Asia, 
the Caucasus and other regions were converted into raw material appen- 



' As early as 1918 Lenin stressed the necessity of a rational distribution of 
industry from the viewpoint of bringing it near the source of raw materials. 
The great progress in the development of enormous new industrial centres in 
the east of the U.S.S.R. is a planned development in this direction. The 
bringing of industry near sources of raw materials is the economic basis of 
our national policy, a policy of complete political, racial, cultural, and 
linguistic equality. Backward nationalities and regions everywhere are those 
that produce raw materials and possess no industry of their own. The 
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rapprochement of the industry to the source of raw materials eliminates any 
remnant of colonial relations and achieves economic equality making all 
nationalities and regions equal participants in the common work, thus largely 
by itself raising backward nationalities to a higher level. But this latter task 
is also the object of numerous special measures destined to accelerate the 
development of formerly backward regions. It is significant that in the draft 
of the New Constitution several republics, formerly only autonomous, or 
indirectly affiliated with the Union, are raised to the status of sovereign 
constituent national republics of the Union. 

'In industrializing the country along the lines laid down by Lenin and 
Stalin, in raising agriculture to a higher level large-scale production on a 
collective basis and equipped with modern technical means the U.S.S.R. 
overcomes the historic inequality between city and village, raising the 
agricultural population to higher material and cultural standards. And the 
problem of the attitude towards formerly backward nationalities is but a 
particular case of the problem of the relationship with the peasantry. In 
our nationality policy we are standing on Stalin's definition of the nation as 
"a historically evolved, stable community of language, territory, economic 
life and psychological make-up manifested in a community of culture." 

* Among the developments described, the advance of industry to the east 
of the country is of foremost importance. One of the most outstanding events 
is the completion of a second coal-metal base in the East the Ural-Kuz- 
netzk Combined, not to mention other important industrial developments in 
the Asiatic part of the U.S.S.R. The development of the communication and 
transport system follows the same pattern as the development of industry.' 

The Soviet Union has gone through the period of initial construction 
in which it accumulated capital for producers' goods. Resources are 
being surveyed and industry developed throughout the country in 
conjunction with the resources. Now the country is turning to the 
output of consumers' goods in increasing volume, although this still 
constitutes less than half the total industrial output. Similarly, * Soviet 
trade has changed materially during the period of the plans and in 
accordance with the Soviet's own principles. The U.S.S.R. now imports 
less machinery, fewer motor cars and almost none of what have become 
a sort of symbol of the ideology of the Soviet Union tractors. Imports 
turn to raw materials such as rubber. . . .' 

Has this progress been exclusively the result of the Socialist system, 
or would capitalism have done the same with such a richly endowed 
country ? The Soviets need do no more than point to history. 

'The transformation brought about by the new social system in our 
country will become most clearly apparent if we remember for a moment 
what were the social structure and policies of Tsarist Russia. The compari- 
son, incidentally, will show how little truth there is hi Gcopditik theories 
emanating from present-day Germany. These theories would like us to 
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believe that the policy of a country, its interests and "needs for expansion " 
are predestined and for all time predetermined by immutable geographic 
factors, independent of its social system. 

"The Tsarist Empire occupied, besides the present territory of the U.S.S.R., 
the territory of Poland and Finland and the Baltic States. Thus it possessed 
even more territory than the U.S.S.R. and it was conducting wars of con- 
quest throughout its history. It was the weakness of the internal market 
that prompted the policies of conquest. Agriculture was handicapped by 
feudal relations, the peasant was fleeced by the landlord, wages were very 
low. One of the Tsars' ministers coined a startling phrase: "We will go 
hungry but we will export." The huge country, with its vast empty spaces, 
suffered from "overpopulation" and actively supplied immigrants to the 
U.S.A. at the end of the nineteenth and beginning of the twentieth century, 
while the U.S.S.R. on the same "geography" with a population which is 
growing at the rate of over three millions a year has a shortage of labour power. 

'Having an undeveloped internal market, Tsarist Russia preferred to 
"expand" the sale abroad of goods which its own people could not afford to 
buy. It went from one adventure to another the Russo-Japanese war, 
attempts to conquer Constantinople and the Straits, if not the whole of 
Turkey and finally went to its grave. This may be history, but its lessons 
are useful.' 

At the same time they are quite willing to grant that geographical 
considerations are important, though not decisive factors. It would 
have been more difficult for the Soviet Union to withstand the war of 
intervention (1918-22) if it had not had the vast territory and wealth 
of natural resources, but it would not have been impossible. Likewise 
the Soviet members freely admitted that there were certain commodi- 
ties, as for example bananas, which would be very difficult to produce 
in the Soviet Union and which they hoped to be able to continue to 
secure abroad. 

Finally, do the results of the progress, the emphasis on consumers' 
goods, on luxuries, on jazz, on dress, on graduated wage scales, mark a 
departure from the course towards socialism ? Two competent foreign 
observers write as follows on this point : 

' As a result of the developments which we have described, it is being said 
that the U.S.S.R. is again turning towards certain forms of capitalist orga- 
nization. This seems to us unwarranted. The foundations of Soviet economic 
and social life remain unchanged. The collective ownership of the means of 
production remains. The national ownership of land is as important as 
ever. The modifications in the system, such as the right granted to the 
peasants to own gardens, and to 'sell their surplus products, the increasing 
importance of buying and selling in the national economy, and the differentia- 
tion of incomes are of minor importance compared with the strengthening of 
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the collective elements in the industrial structure. These modifications do 
not affect the basic oollectivist trends of Soviet society/ 1 

SOVIET FOREIGN POLICY 

The Soviet attitude towards international relations is grounded on 
the economic plan of their national life. Many cliches of their policy are 
well known such as 'Peaceful Co-existence', the 'Peace Policy', the 
'Indivisibility of Peace', and 'Collective Security*. These points were 
succinctly described by the Soviet members of the conference : 

'The foreign policy of the U.S.S.R. is a logical result of the working out of 
our whole system. It is in Stalin's words- "a policy of preserving peace 
and strengthening commercial relations with all countries". It is based on 
the fundamental principle of peaceful co-existence of different social systems, 
recognized by the World Economic Conference of 1927. 

'The foreign policy of the Soviet Union consists in fighting for the security 
of the U.S.S.R. and for universal peace. The fact that the U.S.S.R. is hi 
principle opposed to territorial conquest, imperial expansion, as well as the 
fact already demonstrated in practice that it does not need and does not 
want political or economic expansion precludes the possibility of any other 
aims in Soviet foreign policy. From this viewpoint the internal achievements 
of the U.S.S.R. must be of interest to all friends of peace, because the growth 
of the economic power and independence of the U.S.S.R. has so strengthened 
its military power that the strength of the U.S.S.R. not only assures the 
security of its frontiers but acts as a moderating factor in the relations 
between other countries throughout the world, making it more difficult to 
unleash war. 

'Soviet public opinion, although firmly convinced that the Soviet Union 
is well defended, and its security not necessarily dependent on outside help, 
is deeply disturbed about the dangers to world peace. The cause of collective 
security has suffered many severe blows. The outcome of the Ethiopian 
conflict and the failure of the League has to be partly explained by past 
weaknesses of the League for which the U.S.S.R. is not responsible and also 
by the encouragement of other potential European aggressors. The fact that 
Germany's unilateral revision of the European status quo was accomplished 
without resistance or penalty was another severe blow. As a result we see 
at this very moment a new menace in the use of force, of armed intervention, 
of the explosion of new contradictions in Europe. 

'Despite all this, public opinion in the U.S.S.R. still considers collective 
security the most efficient way to preserve peace and thinks that the closer 
the danger of war, the more effective the methods must be in order to 
prevent it. The U.S.S.R. is a consistent supporter of the League Covenant, 
which is not responsible for the fact that it is not being applied. The U.S.S.R. 

1 Lorwin and Abramaon, op. tit., p. 37. 
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is actively participating in collective security wherever there are prerequisites 
for it. 

'The events of past years and past months again bring home to us the 
indivisibility of peace. Peace in Western Europe is not possible without 
equivalent guarantees of security in Eastern Europe. And it would be a 
vain dream to hope that without restraining European aggressors the Pacific 
would be pacified.' 

Peace is the keyword in all this. Whether or not one accepts the 
dictum that under socialism there are no outward economic propulsions 
which would lead to war, it is generally accepted that under present 
circumstances, and for a long time to come, the Soviet Union has plenty 
to do internally to keep its mind off external expansion. Peace is essen- 
tial for the further development of its industry and agriculture and for 
filling the consumer demand within its borders. 

The Soviet Union thus has an active peace policy. The theoretical 
principles are * peaceful co-existence and peaceful competition of two 
systems', 'the indivisibility of peace', and collective security*. The 
Soviet Union considers that socialist and capitalist nations can exist 
side by side and have normal commercial and peaceful diplomatic rela- 
tions. Without a belief in this possibility the Soviet Union would be 
committed to war against its neighbours. Having rejected this Trotsky- 
ist concept, the present regime strives to carry out what it believes in 
theory. A second principle is that, by and large, peace is indivisible. 
There can be no war involving major Powers which could be localized 
in any region and not eventually involve the whole world. A logical 
outgrowth of this is that, if the Soviet Union wishes to keep itself out 
of war, it must prevent a major war from starting in any part of the 
globe. Naturally this cannot be done single-handed. All forces seeking 
peace must be united to ward off the danger of war. This is why the 
Soviet Union is a firm advocate of collective security. It has always 
been a party to the Pact of Paris. In 1934 it became a member of the 
League of Nations. Within the framework of the Covenant of the 
League, the U.S.S.R. has negotiated a series of non-aggression pacts 
with its neighbours. In addition it has three mutual assistance acts 
one with France, one with Czechoslovakia, and one with the Mongolian 
People's Republic. Great stress is laid on the point that the pacts come 
within the provisions of the League Covenant and are regional in nature. 
The pact with France, for instance, does not involve assistance from 
France in case the U.S.S.R. is attacked in Asia ; and it is specifically 
inapplicable if either party is guilty of aggression as determined by 
the League of Nations. It is interesting to note in this connexion that 
French members of the Round Tables expressed considerable surprise at 
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the statement that in Japan there was some feeling of resentment 
against the Franco-Soviet Pact of 1935. 

'The treaty', it was explained, 'concerns Europe alone. It is open to all 
Eastern Europe ; it is non-aggressive and is within the League framework. 
Article XV of the League Covenant provides that in case of controversy 
between two members, other members will support one of the parties if the 
Council unanimously advises them to do so. In the Franco-Soviet Pact the 
U.S.S.R. and France agree to ask the Council to discuss any question which 
arises. The mutual assistance provided goes beyond that provided in Article 
XV only in the event that the Council fails to return a unanimous opinion. 
This gap is filled by the recent Pact. The League has frequently asked for 
such mutual assistance treaties, or rather, has recommended them. A second 
point is that mutual assistance is not automatic, even if the Council is not 
unanimous. It is required only if the action is not in conflict with other 
obligations and does not involve the risk of sanctions. Hence we may con- 
clude first that there is no threat to Japan, and second, that the pact is 
within the framework of the League.' 

Except for the vague suspicion voiced by the Japanese, there was no 
doubt expressed as to the nature or intent of this machinery for security. 
This was in sharp contrast to the attitude taken by the Round Table 
members on the hypothetical question of a possible German- Japanese 
alliance against the Soviet Union. When this question was raised the 
Japanese members insisted that * there was no present foundation for 
newspaper reports which had been mentioned previously of a German- 
Japanese alliance directed against the Soviet Union'. 1 However, other 
members were not hesitant in expressing their opinions of such an 
alliance, hypothetical or otherwise. It was said that American public 
opinion would look with a great deal of concern upon such a combina- 
tion. Another American member felt sure that the American Govern- 
ment would view a German- Japanese alliance in the light of previous 
treaties, particularly the Pact of Paris and the Nine-Power Treaty, 
and would judge it accordingly ; there would be strong opposition if it 
was thought that such an alliance contemplated action in contravention 
to such previous treaties. A leading British member said that this hypo- 
thetical question was an old one. He was sure that, if any such 
alliance called for simultaneous action by the two countries concerned, it 

1 On November 25, 1936, a German- Japanese Agreement was signed, ostensibly for 
defence against the Communist International. The Soviet authorities maintained that 
the published text is supplemented by a secret military agreement, and suspended the 
nearly completed negotiations for a renewal of the Soviet- Japanese agreement on fishing 
rights in Soviet Pacific waters. This action apparently served to strengthen existing 
criticism of the alliance in Japan. Later the existing arrangements regarding fishing 
were extended for a year. 
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would be a matter of fundamental interest to the British people. It would 
be contrary to their whole concept of how international matters should 
be dealt with. They did not like such bilateral treaties, but desired ade- 
quate machinery for the peaceful and equitable development of collec- 
tive security, which would ensure common action by all nations to 
achieve their common objective of peaceful settlement of international 
conflicts. Such would be the reaction of the people of the United King- 
dom and they would act accordingly. French members agreed with the 
British point of view and were only partially satisfied with the Japanese 
denial of the existence of such a treaty, since it did not extend to future 
possibilities. One of the leading members said that a German- Japanese 
treaty dealing with economic matters would be unobjectionable, but it 
had been pointed out by the Japanese as well as by the Soviet members 
that Germany and Japan have no special economic interests in common. 
They export and import the same things. A political agreement between 
Germany and Japan could not be justified as a regional pact, within 
a wider system of collective security, because the two countries were 
definitely different regions. In this it differed from the recent Franco- 
Soviet Pact which France hopes will, with other regional pacts in 
Europe, eventually widen into a true system of collective security 
for Europe. A political or military treaty between Germany and 
Japan would vitally affect Europe as well as Asia ; if it dealt with 
such matters as supply or transport of munitions, or simultaneous 
military action and such a hypothesis had to be considered, although 
he agreed that thus far no such treaty had been signed it would create 
a situation in which all other countries together would have to take 
steps. He said that after twenty-five years of active interest in and 
study of affairs in the Pacific he was convinced that affairs in one 
country react upon other countries, that affairs in the East react upon 
the West, and that there can be no collective security except on a 
basis of world unity. 

In reply to this comment, a distinguished Japanese member said that, 
although he and his party favoured a commercial agreement with Ger- 
many, he was sure that the majority of the Japanese people had no 
desire to have a pact with Germany directed against the Soviet Union, 
but that he could not profess to foresee the far distant future. ' I mean 
we are not going to take any steps for the conclusion of a pact against 
the U.S.S.R.' 

The pact between the Mongolian People's Republic and the U.S.S.R. 
was also mentioned. This states that the two governments ' have decided 
to formulate in the form of the present protocol the Gentleman's Agree- 
ment, existing between them since November 27, 1934, providing for 



THE UNION OF SOVIET SOCIALIST REPUBLICS 125 

mutual support by all measures in the matter of averting and prevent- 
ing the danger of a military attack, and also of rendering each other 
assistance and support in the event of an attack by a third party on the 
Union of Soviet Socialist Republics or the Mongolian People's Republic*. 
In addition to such concrete arrangements for collective security, the 
Soviet Union has made repeated efforts to strengthen the general peace 
machinery of the world. Since its admission to the League, it has been 
in the forefront of efforts to make the League an effective agent for 
peace. It has proposed revision of the Covenant in the direction of 
strengthening its powers of enforcement. Recognizing the difficulties 
involved in the League machinery, due to the broad scope of its activi- 
ties, the Soviet Union, through M. Litvinov the Commissar for Foreign 
Affairs, in 1934 proposed setting up a new organization of collective 
security. On that occasion he said: 

I propose to transform this Conference [the General Committee of the 
Disarmament Conference] into a Permanent Peace Conference, meeting 
periodically and working for the safeguarding of the security of all nations. 
So far peace conferences have been convoked after wars and have had as 
their aim the partition of spoils, the imposition on the vanquished of onerous 
and humiliating conditions, the redistribution of territories, the remodelling 
of states and thus created sources of new wars. The Conference which I 
have in mind must be created for the prevention of wars and of their terrible 
consequences. It should work out, widen and perfect methods of strengthen- 
ing security, listen in time to warnings of coming war dangers, listen to the 
"S.O.S." appeals of menaced states and extend to them a timely possible 
help, moral, economic, financial, or other. 

* I foresee references to the League of Nations which by Articles 12, 16, 16 
and others is obliged to serve the very amis to which I would like to direct 
the work of the Conference. But the League, first, has a great number of 
tasks; it deals with many matters, great and small; it was created at a 
moment when many people thought that the danger of war was excluded 
for many years to come. But now, when we all see the danger of war, thought 
should be given to the creation of a special organ, directed hi its activity 
towards one aim, namely the prevention or the lessening of war danger. 
Secondly, the League of Nations is too much bound by its Covenant. The 
appeal to it and its decisions are too strictly regulated, while the tribune of 
the Conference could be made more accessible, more free, more responsive 
to the needs of the moment. Let the Conference continue to be an organ of 
the League and use the machinery of the League. Let it be most closely 
connected with the League, let it not replace the League, which should fully 
maintain its prerogatives. . . . But did not the very convocation of the 
Disarmament Conference prove the insufficiency of the framework of the 
League for such big tasks as disarmament? . . . My proposal deals with 
greater tasks, namely with the permanent preservation of Peace.' 
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Such an organ would make possible real peaceful change, since it would 
couple it directly to collective security. The Soviet members expressed 
considerable doubts as to the usage of the modern cliches 'peaceful 
change 9 and "guaranteed access to raw materials'. In their view these 
were concepts which through misinterpretation could bring confusion. 
The development of modern capitalism proceeds at an uneven rate and 
that brings a change in the ratio of power. Must this change in power 
be reflected in the redistribution of markets and territories ? On such a 
basis ' peaceful change ' would in fact mean the right of powerful nations 
to change the distribution of power in the world at the expense of weak 
nations and would only mean the recognition of force as the primary 
factor in social development. They went on to ask : What is the basis 
of real peaceful change ? Since the concept of peaceful change grows 
out of a fundamental objection to forceful change, they concluded that, 
in order to apply the idea of peaceful change as a means of safeguarding 
peace and preventing war, there must be certain prerequisites, one of 
which is the principle of collective security. The possibility of applying 
forceful change in the solution of international problems must be elimi- 
nated. This must be done by international agreement. Nations must 
be made to understand that, although they are stronger than other 
nations, the use of their strength in international relations is useless. 
They said that the idea of peaceful change represents a new effort on 
the part of the nations striving for peace and as such has a definite 
social value, but it may be dangerous if it creates the illusion that there 
is a possibility of peaceful change without the necessary prerequisites 
for it. Thus the Soviet members opposed the slogan of so-called peaceful 
change unless it was inseparably linked to machinery for collective 
security in order to prevent peaceful change from meaning peaceful 
acquiescence in forceful change. 

Similarly, they joined members of other delegations in doubting the 
validity of a demand for ' guaranteed access to raw materials'. They 
opposed this slogan on the ground that, in peace-time, difficulties in 
obtaining raw materials could be overcome by international trade 
and exchange agreements reached through diplomatic channels. No 
special machinery is necessary for this, as such an exchange of goods is 
mutually beneficial to both parties. Therefore they felt that this new 
slogan needed to be treated with caution and suspicion. 

' Why has the problem of raw materials become acute and gained political 
significance recently ? We have been told not only by Japan, but by Germany 
and Italy, that the cause is that they have been deprived of raw materials. 
I doubt if this assertion is correct. In the discussion of the problem of raw 
materials there is confusion as to cause and effect. We are told that the cause 
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is the lack of raw materials. Aggression is not the result of the lack of raw 
materials. The lack of raw materials is the result of aggression, because raw 
materials are not only needed under normal conditions and in amounts for 
normal requirements, but also for the requirements of aggression. The real 
cause is the preparation for aggression. Germany says it needs to prepare 
for war to get raw materials. I say that they need raw materials to pre- 
pare for war. If a country is lacking in raw materials and is not preparing 
for war, the problem is not so acute. For normal requirements, international 
trade and international credit are sufficient to solve the problem. Now the 
need is abnormal and therefore the normal methods are not sufficient. . . . 
Must we at an international conference consider how the world must give 
access to raw materials to countries which are preparing for war ? If this is 
so, I am opposed to seeking new methods to solve the problem, inasmuch 
as normal economic problems can be solved by old methods such as trade, 
foreign loans, and international agreements.' 

Various members of other groups agreed with this statement since 
they believed that in practice 'access* seemed to mean * control' and 
control was certainly unnecessary except in time of war. 

On the other hand, they pointed out the fact that it might become 
difficult for some nations to purchase raw materials even in times of 
peace if countries like the Soviet Union, which had such a wealth of 
resources, withdrew them from the world market. A Canadian member 
said that he understood planning to be postulated on the assumption 
that the territory of the U.S.S.R. is, or would eventually be, able to 
provide the materials needed for the economic life of its people without 
regard to the rest of the world. He offered no criticism of the plan, but 
suggested that this was impossible for such countries as Japan and 
Canada. If that really is the plan of the Soviet Union, he felt that it 
did not take into consideration the needs and demands of the world, 
and that it had no universal conception of the needs of humanity. 
Many countries need a great deal of the raw materials or manufactures 
of the Soviet Union. Is it the country's policy to live within its own 
preserves and be independent of exports and imports, or is it to make 
raw materials as easily available to the rest of the world as possible 
and to establish free relationships of trade with the rest of the world ? 
The Soviet reply was that their natural resources were first of all for 
their own population, which was growing rapidly, but that they cer- 
tainly had no objection to the development of trade relations. In 
fact, they pointed out, they are one of the few countries which has 
granted to Japan raw material concessions. They also continued to 
stress the fact that they were not as pessimistic as others appeared to 
be over the possibilities of developing well-rounded and balanced 
economics in countries apparently less well endowed than the Soviet 
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Union, in view of the fact that Tsarist Russia had long been considered 
one of those countries doomed to remain predominantly agricultural 
and dependent on foreign trade for many of the essentials of life. This 
had now been disproved in practice. 

Faced with the present world situation, of de facto aggression and the 
manifest ineffectiveness of the existing machinery for collective security, 
the Soviet Union is following two lines of action. One is the attempt to 
reconstruct peace machinery, to find some form that will unite all 
adherents of peace. At the same time, in the absence of effective peace 
machinery, the Soviet Union is arming itself rapidly. It has on more 
than one occasion proposed universal, complete disarmament. It has 
shown its willingness to participate in naval and military armament 
limitation conferences* But, in the face of repeated disappointments, 
the U.S.S.R. does not believe in unilateral disarmament. * Nowadays, 
weakness and helplessness invite aggression. . . . The growth of our 
capacity for defence, on the contrary, checks aggression and makes it 
more difficult for aggressive groups to start some new "unpeaceful" 
change.' As a consequence the Soviet Union now possesses a huge army 
and air force and a growing navy. It was pointed out by some members 
that the size of these forces has more than once caused suspicion as to 
motives. This, coupled with the supposed fear of a world revolution 
propagated, or even financed and led from Moscow, has often been 
used as the basis for the much popularized 'red menace'. The Soviet 
members dismissed these charges as ridiculous on two grounds. First, 
the military development of the Soviet Union has always followed, not 
preceded, military and political developments outside its borders. This 
statement in regard to the Far East was supported by a Canadian 
member. The size of the forces is largely due to the necessity of main- 
taining two fully independent defence units on the eastern boundary 
and on the western. Second, it is the Soviet's conviction that, even if 
they desired to do so, it would be absolutely impossible to 'export 
revolution', although they do not deny that the progress of their 
country may have influence outside. They said: 'We are busy with 
socialist construction internally. We are a peaceful nation and want 
Socialism to increase the standard of living of our large population. 
We are not to blame if the success of our internal work has an influence 
on other countries.' 

Members of other groups agreed that communism could not be im- 
posed on a country from outside. A Japanese quoted the Soviet state- 
ment that communist propaganda could not be exported or imported, 
but had to grow from within, and said: 'Unless there is social unrest 
or serious complaint by the masses against the government, no revolu- 
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tionary propaganda can affect the people of a community.' However, 
he raised the question of whether the Soviet Government has always 
taken this attitude about the peaceful coexistence of socialist and 
capitalist nations and the exportability of communism, or whether this 
theory was not rather considered as expedient in view of the present 
stage of developments. The Soviet member's reply was that this policy 
had been followed from the beginning and was embodied in the 'Decree 
of Peace', written by Lenin and adopted by the Second Congress of 
Soviets in November 1917. As usual, they disavowed the Soviet 
Government's responsibility for the activities of the Third Interna- 
tional. The disavowal, if not fully accepted by other members, was 
not contradicted or challenged. The whole matter of the 'red menace' 
as emanating from the U.S.S.R. was summed up by a Canadian, as 
follows : 

'Our communist friends said that Soviet communism was a social and 
economic system and as such could not be exported. With that we all agree, 
but that does not touch this point which undoubtedly is a measure of concern 
in other countries and that is the ideology behind communism. We all admit 
that ideas recognize no international boundary. The ideas, modified, it is 
true, in their application in the Soviet Union, of Karl Marx, existed before the 
Soviet Union was formed and even if the Soviet Union for any reason should 
collapse, would continue to exist. They express an idea of social, economic, 
and political organization. I suggest that if one does not believe and accept 
the communist ideology, the only way to answer it is to present a better 
one. I do not believe that you can defeat ideas by force and I think one of 
the real failures in capitalist countries has been the unwillingness on the 
part of economists or those who believe in the capitalist system to place a 
reasoned defence of their system against the reasoned advocacy of com- 
munism. Unless in capitalist countries we are able to present a reasoned 
analysis which will answer in the public mind the ideas presented in the 
communist theory, we cannot hope to maintain our existing system.' 

Another member felt that not only was the failure of capitalist theorists 
to blame in the spread of communist ideology, but that the efficiency of 
the Soviet economy had also had a great influence on foreign countries. 
'The rise of the Soviet Union has vindicated the efficiency in practice 
of an economic system quite different from that of the other powers. 
. . . This influence of the Soviet Union must not be confused with 
propaganda.' 

The Soviet Union has long considered that appeals to fear of a 
Bolshevik menace are simply a cover to hide the real motives of 
certain nations' actions. They cited the fact that Germany had aroused 
the world with the slogan of the red menace in eastern Europe and 
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then on the first chance had marched west. Not only do the Soviets 
deplore these attempts of various groups to blame the internal dis- 
content in their own countries on a foreign nation, but they also consider 
it dangerous to appeal to an international alliance of capitalist nations 
against the U.S.S.R. It is not strange "that there should be solidarity 
in thought between representatives of this or that social system, but 
the conflict between two systems should not be fought out in wars. A 
more important solidarity at the moment is the solidarity of peace 
against the solidarity of war.' 

This appeal to solidarity for peace runs through every Soviet public 
statement on international relations. It is now being accepted as 
genuine by most nations, because it is accompanied by acts of a peaceful 
nature not by inactivity or provocative action. This was pointed out 
by a Canadian as follows : 

' On the problem of increased armament and increased fortifications of the 
Soviet Union what are the international implications ? Frankly, if the object 
of the Soviet Union is peace and to maintain peace, then I gather that the 
strength of the Soviet forces would be a stabilizing force in the world situa- 
tion. On the other hand, if the Soviet object is not peace, then one must 
recognize that the existence of these large armaments is necessarily a disturb- 
ing factor in the international situation. I am personally impressed with the 
view that the Soviet Union is inspired by peaceful intentions and I base 
that view on three grounds. First, the fact that the Soviet Union joined the 
League of Nations and has participated in this organization for main taming 
world peace is to my mind striking evidence of peaceful intentions. Second 
is the desire of the Soviet Union to conclude non-aggression pacts with other 
nations. I can hardly think that if their desire was to engage in any 
militaristic or aggressive enterprises they would have been so anxious to 
conclude these pacts. And third the progress which has been made in the 
adjustment of the issues which in the past have divided Japan and Russia/ 

THE SOVIET POSITION IN THE FAR EAST 

From the general development and the principles of Soviet foreign 
relations, it was possible for the round tables to go on to the specific 
Far Eastern aspects of Soviet policy. A comprehensive account of the 
potentialities and the degree of development in the Soviet Far East 
was given in the Soviet Council data papers. 1 

Some of the most important developments are the establishment of 
coal-metallurgical bases in the East the Ural-Kuznetzk Combinat 
already in operation and several others projected still farther to the 

1 A consolidated version of two of these papers IB printed below as Document IIlA, 
pp. 284-342. 
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East. This will ensure a balanced economy in the various regions and 
free them from economic dependence on distant European Russia. 
This development was characterized as follows by the round table 
rapporteur: 

*I would call attention to the increasing emphasis on the development of 
the Far Eastern region and of the whole of Asiatic Russia. The natural 
resources of the Soviet Union in the Far Eastern Region have hardly yet 
been surveyed. They are now beginning to be adequately explored and it 
seems likely that eventually the natural economic centre of the Union will 
be East rather than West of the Ural mountains. That, however, is looking 
very far ahead. In the meantime it is significant to notice that the capital 
developments proposed in the Eastern part of the country under the second 
Five- Year Plan are four times as great as the developments under the first 
plan. That capital development is accompanied by a relative increase of the 
population hi the Eastern part of the country.' 

Further important advances have been made in transportation. The 
Trans-Siberian Railway is at last double-tracked and a new railway 
parallel to it, north of Lake Baikal, is under construction. A third and 
more romantic type of work is being done in opening up the northern 
sea route for shipping. Its potentialities for the future both in internal 
and international trade are not yet fully known, but its practicability 
has been established. 1 

All these developments of the Far East have long been planned as a 
part of the rational development of the resources of the country. But 
the rate of advance has been influenced by international conditions. 

* It is clear that the industrialization of a country automatically makes a 
country stronger in defence. Therefore the industrialization of the Soviet 
Far East also strengthens us in a military capacity. As regards the direct 
influence of events in the Far East on our economic development, they re- 
sulted in an acceleration of some industrial plans in the Far East. On the 
other hand in some other fields the industrial development has been slowed 
up a little because we had to devote more energies to defence. . . . This 
applies to the whole Union. The most important industrial development in 
the Soviet East is the Ural-Kuznetzk coal-metal base. This project was 
decided on in 1930 almost a year before any complications started in the 
Far East and two years before we began to fear what might happen in the 
East. This project was decided upon because a big country could not grow 
with only one coal-metal base in the south-west European part of the 
Union. . . . After 1931, international relations accelerated the tempo of 
development, but did not determine the line of development.' 

Thus the picture of the Soviet Far East at present is that of a rapidly 

1 See Semion Joffe, The Northern Sea Route as a Transport Problem, U.S.S.R. Council, 
1936. 
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growing industrial region. It is now better equipped with transport 
connexions to the West and at the same time its metal and fuel supplies 
do not have to be brought from European Russia. Finally, in the 
Soviet Far East there is now a complete military unit for defence, 
entirely independent of the forces in the European sections of the 
Union. That the Soviet Far East is already strong in a military and 
an economic capacity is undoubtedly partially explained by external 
events. The Soviets point out that the long borders between Man- 
churia and the U.S.S.R. were only lightly defended a few years ago. 
Although the Soviet members could not give the exact size of the 
forces stationed in the East, a Japanese member stated that there were 
thirteen army corps, or about 280,000 men. The increases in the forces 
over the past few years were said by the Soviet members to be ' reactions 
to foreign actions'. 

Soviet-Chinese Relations. 

Soviet foreign relations in the Far East hinge on its position vis-d-vis 
China, the Mongolian People's Republic, and Japan. The U.S.S.R. has 
common boundaries with Manchuria, the Mongolian People's Republic, 
and Sinkiang. Manchuria is still recognized as part of China by all 
nations except Japan and Salvador, and yet clearly the Chinese 
authorities now have no control there. The Mongolian People's Repub- 
lic is recognized by all as under the sovereignty of China, but the 
authority there is in the hands of the local Mongolian Government. 
Sinkiang, a province of China, is under the control of the National 
Government, according to one of the Chinese members, despite the 
difficulties of communications and the disturbed political conditions. 
The Soviet position in regard to China was stated as follows : 

' Our attitude towards China has been clear since before the Washington 
treaties. In 1919 there was our declaration of the abrogation of extra- terri- 
tonality and of all rights inherited from Tsarist Russia and the abrogation 
of all unequal treaties. We have dealt with the Chinese Republic on a basis 
of equality and peace. As we thought 18 years ago, we still think that the 
best thing to do is to leave China to direct its own development/ 

Relations with China were scarcely touched upon. Their history, 
from the resumption of diplomatic relations in 1924 through the period 
of close collaboration during the revolutionary period to the break in 
1927, and the conflict over the Chinese Eastern Railway in 1929, and 
again recognition in 1932, has been turbulent and varied. But through 
it all the Soviet Union has always treated China as an equal and re- 
nounced all special privileges. The standing argument between the two 
has been over the manner in which the Soviet Union has negotiated 
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with local authorities over which the National Government did not 
always have de facto control in the area concerned. Negotiations over 
the Chinese Eastern Railway and its final sale were concluded with the 
effective authorities in Manchuria, despite protests from Nanking, the 
Soviet Government maintaining that the railway will still be there 
when Nanking regains de facto control over its three eastern provinces. 
Similarly, although the U.S.S.R. has repeatedly stated that it recog- 
nized Chinese sovereignty over Outer Mongolia, it feels that it must 
deal with the local authorities of the Mongolian People's Republic in 
concluding a mutual assistance pact, since Nanking would not be in a 
position to fulfil any pledges regarding Outer Mongolia. A Chinese 
member admitted that this situation was not as anomalous at it might 
seem, since there is a distinction between territories and provinces in 
China; provinces are more 'integral and territories more casual' in 
their relations to the National Government. Aside from these small 
ripples on the surface, Soviet-Chinese relations seem to be peaceful, if 
inactive. It is worth noting that despite the fact that Nanking has for 
the past few years carried on military campaigns against the Chinese 
communists, it has not raised the cry that the U.S.S.R. is guilty of 
fostering communism in China. When a Chinese was asked if the 
communist movement in China was fostered and encouraged from 
Moscow, he replied, 'No. There is no direct physical and material 
relationship. When the communist movement in China first started 
the Chinese invited assistance from Moscow, but there is no evidence 
of direct connexion now.' The Chinese have been realistic in saying 
that to combat communism one must combat the internal causes of 
discontent not the Soviet Union. 

At the moment Soviet-Chinese relations are calm. Repeated hints of 
possible active co-operation between the two nations were unheeded by 
both groups in the round tables. Chinese members said they could not 
rely on the land forces of the U.S.S.R. to help them regain their inde- 
pendence, any more than on the naval forces of the United States and 
Great Britain, since no country was inclined to fight for the indepen- 
dence of another country. What they hoped for was a lasting peaceful 
arrangement between the U.S.S.R. and Japan, because any war be- 
tween these nations will inevitably involve China. This, they thought, 
would be best secured through a multilateral arrangement including, 
among others, both the U.S.S.R. and Japan. 

The Mongolian People's Republic: Its Relations with the U.S.S.R. 

Soviet relations with the Mongolian People's Republic are usually 
the subject of great controversy because of the lack of information 
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regarding them. The conference was fortunate in having authoritative 
statements from American, Chinese, and Soviet sources, which, though 
differing in detail, agreed in substance. 

A Japanese member opened the discussion with the oft-stated charge 
that Outer Mongolia is closed to all foreigners other than Russians and 
that a Russian passport is needed to enter. He asked if Outer Mongolia 
was an independent, autonomous part of China or a part of the Soviet 
Union. A Soviet member stated that the question of entering Mongolia 
was decided by Mongolia itself; all must have a Mongolian visa and 
receive permission from the Mongolian Government. A Chinese said 
that there were several ways of going into Outer Mongolia. It is self- 
evident, however, that in order to enter Outer Mongolia from the north 
by the easiest route it is necessary, in order to pass through Soviet 
territory, to have a Soviet visa in addition to a Mongolian one, just as 
a Chinese visa is necessary when entering from the south-east. Like- 
wise, the Mongolian People's Republic has diplomatic representatives 
only in the U.S.S.R., so that it is possible to obtain a Mongolian visa 
through their offices in Moscow as well as directly through Ulan Bator. 
These facts probably explain the current misunderstanding. 

An interpretation of the legal position of the Mongolian People's 
Republic was given in brief by a Chinese member as follows : 

'In the year 1911, when the Revolution broke out in China, the Outer 
Mongolians worked together with the Russians and took the opportunity to 
declare independence in November of that year. In 1912 Russia signed an 
agreement with the Urga government recognizing its autonomous status. 
On November 5, 1913 the Russian Minister in Peking and the Chinese Foreign 
Minister agreed to certain principles on the basis of which the representatives 
of China, Russia, and the autonomous Government of Outer Mongolia 
signed a treaty in June 1915. The important terms of the treaty were that 
Outer Mongolia should recognize the agreement of 1913 between China and 
Russia, that Outer Mongolia should recognize China's suzerainty, and that 
China and Russia should recognize the self-governing rights of Outer Mongo- 
lia, which was a part of Chinese territory. After the Russian revolution in 
1917, Russia was not able to support Outer Mongolia any more. In 1918 
the Allies had sent troops into Siberia. Japan, working together with the 
White Russian army, urged the Mongolians to declare their independence. 
The Outer Mongolians, being afraid of the Japanese, petitioned the Peking 
Government on November 16, 1919 for the abolition of the autonomous 
Government at Urga. This was carried out by the Chinese government on 
November 16 by a mandate of the President. In February 1921 Baron 
Ungern von Sternberg, formerly an officer under General Semenov, succeeded 
in capturing Urga. In July 1921 the Red Army of Soviet Russia, working 
together with the Revolutionist Party of Outer Mongolia, succeeded in 
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recapturing Urga. The People's Government was then formed in Outer 
Mongolia, with the "Living Buddha" as its nominal head. In February 
1923, Russia and the Urga Government signed another treaty in which the 
Urga Government recognized that Soviet Russia might station her troops 
in Outer Mongolia. Since the Spring of 1921, when the Red Army was 
driving southward into Outer Mongolia, the Chinese Government repeatedly 
protested to the Soviet Government. 

'In 1924 M. Karakhan, the Soviet representative, and Mr. Wellington 
Koo, then Chinese foreign minister, signed an agreement in which China 
recognized the Soviet Government and the Soviet Government recognized 
that Outer Mongolia was a part of the territory of the Republic of China and 
pledged itself to respect Chinese sovereignty in Outer Mongolia. The Soviet 
Government further agreed to withdraw troops from Outer Mongolia as soon 
as the question pertaining to the withdrawal had been settled according to 
the second term of this agreement. In May 1924, the Living Buddha died. 
A republican form of government was then formed in Urga. Because of the 
Japanese occupation of the three Eastern Provinces of China and Japan's 
subsequent drive into Jehol and Chahar, the Soviet Government and the 
Urga Government signed a treaty of mutual assistance (chiefly military) on 
March 12, 1936. This treaty was published on April 8. On this occasion 
China again protested; the Soviet Government in reply to the Chinese 
Government reaffirmed its intention to observe its obligations under the 
treaty of 1924. It denied that the treaty of mutual assistance between Russia 
and Outer Mongolia signed in March of this year was contradictory to the 
terms of the treaty of 1924 between China and Soviet Russia. That is to say, 
the Soviet Union still recognizes that Outer Mongolia is a part of the territory 
of the Republic of China and will respect Chinese sovereignty there.' 

This still left unsettled the question of the de facto relation of the 
Mongolian People's Republic to the U.S.S.R. An American member 
pointed out that one criterion for judging the independence of Outer 
Mongolia from the Soviet Union was the difference between its economy 
and that of Buriat Mongolia across the border within the U.S.S.R. 
* Between 1921 and 1928 the Soviet Union had prepared its Five-Year 
Plan. No such preparation took place in Outer Mongolia. In 1932 a 
collectivization programme, which had been undertaken without due 
preparation, was in serious difficulties. In 1932 Outer Mongolia had 
to retreat on this particular economic front and to readmit certain 
elements of capitalism. One might almost say that there was a New 
Economic Policy in 1932-3.' This was in marked contrast to events 
within the Soviet Union. The Soviet members further stressed these 
differences, and added: * First, the Soviet troops were fully withdrawn 
by 1925; secondly, the Soviet Union has recognized the sovereignty of 
a unified China over Mongolia; thirdly, Mongolia has a social order 
different from that of the U.S.S.R. which is socialistic. The U.S.S.R. 
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has either state or collective ownership and a Soviet political order. 
Mongolia's economic system is not socialism but a special type of 
bourgeois economy. Mongolia limits the development of capitalism, 
but it does not liquidate capitalism. The political order is not like the 
Soviet's/ 

The following detailed statement of the nature of Soviet relations 
with Outer Mongolia was given in a special paper at one of the round 
tables: 

'As the re-establishment of the national economy of the U.S.S.R. pro- 
gressed, the Soviet Government gradually established solid economic con- 
nexions with the Mongolian People's Republic. The spectacular growth of 
Soviet industry in the years of the first and second Five- Year plans makes it 
possible to supply the Mongolian market with an increasing amount of the 
goods which it needs. In its endeavour to create new forms of economic rela- 
tions with the outside world different from the old feudal, chattel-bondage 
forms the Government of the Mongolian People's Republic started to de- 
velop economic connexions with the U.S.S.R. which by their very nature 
exclude any possibility of colonial trade methods. The U.S.S.R. began its 
relations with the new Mongolia by the annulment of the five million rubles 
debt of Mongolia to the Tsarist Government, with the renunciation of all 
special privileges for Russians and with the proposal to expel from Mongolian 
territory the Russian colonizers who exploited the Mongolian "Arats" 
(tribesmen). 

*Our economic relations with the Mongolian People's Republic developed 
in two directions first, in the direction of trade, and second in the direction 
of technical assistance in the organization of the Mongolian national economy. 
At present the trade between the U.S.S.R. and the Mongolian People's 
Republic is characterized by the fact that the Mongols purchase not only 
consumption goods, but also a large amount of production goods (equipment 
and machinery for productive enterprises, building material, motor cars, 
&c.) which had never before been imported into the Mongolian market either 
by Chinese or by Russian traders. Our trading organizations in the Mongo- 
lian People's Republic deal mainly, not with the usurers and merchant ele- 
ments, but with the Mongolian national trade co-operative organization 
which plays an important part in the internal trade of Mongolia, and with 
the newly created special State Wholesale Corporation which is specially 
designed to supply goods to private commerce. 

' Our price policy for the Mongolian market is determined by the general 
character of our relationship with the Mongolian People's Republic: the 
Mongolian trading organizations are protected and ensured against the 
possibility of the price fluctuations in the international market, caused by 
the world depression affecting the raw materials which they sell. Needless 
to say, our commercial and economic policies towards Mongolia are not at all 
aimed at the stabilization of the Mongolian national economy on the present 
level a level of extensive, nomadic cattle-raising, on which it has been 



THE UNION OF SOVIET SOCIALIST REPUBLICS 137 

maintained for centuries. The policy of the U.S.S.R. fundamentally differs 
from the policy of Tsarist Russia which regarded Mongolia only as a source 
of raw materials and as an outlet for textile goods which, because of their 
low quality, the Moscow manufacturers could not sell elsewhere. The Soviet 
Government assisted the Mongolian People's Republic in its natural desire 
to establish domestic enterprises for processing the staple products of the 
country chiefly animal raw materials. This development tends on the one 
hand to make the country less dependent upon the import of goods from 
abroad, and on the other hand to raise the quality and value of the raw 
materials destined for export. 

'The Government of the Mongolian People's Republic with the technical 
assistance of the U.S.S.R. and with the help of credits extended on extremely 
favourable conditions, built in 1933, at Khatkyla, a steam plant for the 
mechanical washing of wool, and a large-scale industrial combinat in Ulan- 
Bator (1934) for the processing of local raw materials and animal products. 
At the same time the Government of the Mongolian People's Republic, with 
the technical assistance of the U.S.S.R., consistently carries out measures 
to widen the basis of handicraft industries in Mongolia. This tends to 
diminish the import of goods from abroad and to improve the trade balance. 

1 The rapid growth of the basic branch of Mongolian national economy 
cattle-raising has been particularly noticeable in the last few years, as 
contrasted with the recent degradation and pauperization of peasant economy 
in some of the capitalist countries ; it finds its explanation in the benefits 
which the Mongolian national economy draws from the trade with the 
U.S.S.R. 

'The assistance of the U.S.S.R. to the Mongolian People's Republic is not 
merely limited to satisfying the demand in the Mongolian market for Soviet 
goods, to the purchase of the animal products at prices advantageous to the 
tribesman, and to economic and technical assistance. A number of special- 
ists from the U.S.S.R., at the invitation of the Mongolian Government, work 
there. They are much needed, as the country has not yet got indigenous 
national cadres of specialists and technicians in sufficient numbers. The 
Soviet specialists, besides doing their work, at the same time contribute to 
the training of Mongolian technicians. At the same time the Government 
of the Mongolian People's Republic every year sends a considerable number 
of young men to study in Soviet institutions of higher education. 

'During the fifteen years of the free existence of Mongolia, the Soviet 
Government has extended to the Mongolian People's Republic constant 
assistance in every field of economic and cultural construction. The friendly 
relations between the Mongolian people and the peoples of the U.S.S.R., 
established in 1921 in the joint struggle against a common enemy, grow 
ever stronger. That is why, when the danger of an attack by Japanese 
militarists against the Mongolian People's Republic recently became immi- 
nent, the Mongolian Government again, as hi 1921, appealed for help to the 
U.S.S.R. The U.S.S.R. does not conceal its attitude towards the Mongolian 
people and the friendly relations which for fifteen years have existed between 
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the two countries. The Protocol of Mutual Assistance strengthens this 
friendship still further.' 

There were doubts in the minds of some as to whether or not Outer 
Mongolia was not at least a sphere of influence, indirectly controlled by 
the Soviet Union. On this point an outstanding American expert on 
Mongolian problems spoke of the attitude of the people to the present 
Mongolian Government. He said that he had talked in Inner Mongolia 
with refugees from Outer Mongolia, all of whom left because they 
disliked a revolutionary regime. They were unanimous in saying that 
it was a Mongol revolution. There were no Russian troops or officers. 
The many Russians in the Mongolian Republic were business men or 
Russians training troops. They were not in command. The risings 
against the revolutionary Government were even put down by Mongol 
troops. The Russians were specialists and minded their own business. 
But the younger Mongols were going faster and faster towards revolu- 
tion ; conservative Mongols were quarrelling with the radicals but it 
was a quarrel of Mongols and not one with Russia. In addition he gave 
the following analysis of Mongol economy and tendencies which might 
be expected to develop: 

*The political questions of Outer Mongolia are extremely complicated, in 
spite of the fact that most people think of Outer Mongolia as a barbaric 
region inhabited by barbaric people whose social and political structure 
cannot be complicated. The situation in Outer Mongolia derives from politi- 
cal measures taken during the Manchu dynasty under which the intention 
was to upset the tribal system of the Mongols in such a manner as to prevent 
tribal unity and therefore prevent a threat to the Manchu Empire from that 
direction. This was carried out largely by promoting the interests of the 
Lama Buddhist church, which was not a native Mongol institution but im- 
ported from Tibet. The church was given a status which set up a kind of 
dyarchy between the older tribal and the new ecclesiastic system. The 
church was given territories, within which it had temporal jurisdiction. 
Some territories were ruled by hereditary princes, some by ecclesiastical 
authority which was not hereditary but institutionally self-perpetuated. 
The people paid their taxes to the church and received their government 
from the church, but they were not taken out of the tribal system and put into 
the church system. They were not " temple serfs " ; the use of the term " serf " 
gives a misleading notion of serfs and feudal institutions in Europe. 

'Another point which frequently leads to confusion is reference to the 
Urga Living Buddha as a theocrat. He was not the sole Living Buddha, but 
only one of a number with varying degrees of authority and political power. 
He was elevated to the dignity of Bogda Khan, the same term which had 
been used for the Manchu Emperor, and was set up as a kind of temporary 
figure-head partly taking the place of the old Manchu overlord's power. 
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His real power was never great ; he was merely the channel through which 
the older tribal and church powers worked temporarily after the removal of 
the Manchu overlordship. 

' It is necessary to get back to a broader discussion of the nature of relations 
between the Soviet Union and such border territories as Mongolia and the 
nature of China's relations to the same territory, rather than become en- 
tangled in details which are often debatable. The association of China with 
its border territories must not be oversimplified, because it goes back 
through many centuries of history in which there were many changes in the 
nature of the forces at work. The modern contact began with the rise of 
the Manchu Empire in the seventeenth century, the result of which was the 
conquest of China from Manchuria and an association of the Manchu Empire 
with the border territories of Mongolia, Chinese Turkistan, and Tibet. All 
this is extremely difficult to describe in our orthodox terminology. When we 
use the terms "federation", even the term "sovereignty", we are dealing 
with words which overlap, which partly define conditions existing in those 
times and partly do not. The way in which I can best describe the situation 
is that the Manchu Emperor was Emperor of China and at the same time the 
Emperor recognized by Mongols and Tibetans; but China did not own 
Mongolia nor did Mongolia or Tibet belong to China. All came under the 
same Emperor. When the Empire collapsed, there was a certain tendency 
for parts of the Empire to fly apart. This was impossible because in the 
meanwhile a new form of power had entered the sphere of Chinese history 
the pressure of Western nations, nineteenth -century imperialism. One of 
the results of the West pressing on China was to hold together these parts 
which under an older history would have tended to break away. The Chinese 
Republic began with an approximation to the old federated system symbo- 
lized by the five-barred flag an association of Chinese, Mongols, Tibetans, 
and Moslems, later replaced by the idea of a Republic of China in which the 
old degrees of autonomy of the border regions were to be replaced by exten- 
sion of the central authority. . . . 

' One of the schemes resulting from the Japanese conquest of Manchuria 
has been the idea of improvement in the quality of wool produced among the 
Mongols in the western part of Manchuria. Strangely enough this raises very 
little enthusiasm among the Mongols. The nomadic Mongols had a self-sufficient 
economy in which the sheep was the economic unit. The wool of the sheep is 
fairly coarse, but it is excellent for making felt tents. The skin makes a warm 
coat. The sheep is an " all-round ' ' annual unlike the specialized Western type. 
The meat is of good quality and supplies food. It supplies milk in the summer 
rather than meat. In the steppes which are treeless, sheep-dung is used for 
fuel. From this one animal the Mongols get food, clothing, housing, and fuel. 
The level of economy on which they live may not be very high, but it is 
independent. They feel that anything else they get is a luxury. They are 
free from the economic control of any one outside. The minute any one 
comes to them in the name of progress and says : " Breed better wool, export 
it, raise the standard of living", they begin to doubt, because there would 
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be only one export market Japan and imports would have to come from 
Japan. They would no longer be independent ; the wool could not be used for 
tents; clothing, meat could not be obtained. They would have to import 
various commodities and would come under the money power of Japan. 
Certain members of the Mongol society, by being the first to take advantage 
of the new situation, would rise to relative power and would benefit by it, 
but for the Mongols as a whole the only opening would be to become herders 
of sheep for Japanese capitalists. In the case of trade with the Soviet Union, 
the principles operating in the Union itself forbid the idea of exploitation for 
the profit of limited groups or limited interests. In so far as the Mongols' 
trade with the Soviet Union is managed, it is done, as far as I can make 
out, in such a manner that it is for the national interest of the whole people, 
not the interest of limited groups which call themselves the nation. But with 
the action of a country like Japan on the Mongols of Manchuria, the effect is 
to create new classes and these classes reshape the society and economy in 
their own interests. Soviet trade with Mongolia, as I visualize it, seems to be 
encouraging the tendency of the lower classes to develop a new economy in 
which the benefit of new techniques and improved methods becomes the 
property of the whole and not the property of a class. It has been said that 
communism is not an exportable commodity. Is it possible that we have to 
consider, instead of an exportable communism, the idea that those elements 
within a people adjoining the Soviet Union which would benefit by commun- 
ism tend to gravitate towards the Soviet Union and to create for themselves 
an economy co-ordinated with that of the Soviet Union ? * 

Even this did not put at rest the doubts of some conference members. 
Japanese members asked whose aeroplanes were used by the Mongols 
in the border incidents and whose pilots flew them. A Soviet member in 
reply said that aeroplanes were not barred from the trade of the U.S.S.R. 
with Outer Mongolia, but he felt certain that the pilots were not Rus- 
sian. A similar denial was made as to the Soviet participation in the 
negotiations over the Manchoukuo-Mongolian border. 'The negotia- 
tions were carried on by the Government of Outer Mongolia. The 
Soviet Union did not participate. A Japanese representative, perhaps 
unofficially, took part in the negotiations, but no Soviet representative. 
The Soviet Union merely went so far as to express the wish that 
negotiations with regard to the Outer Mongolian-Manchoukuo boundary 
should proceed simultaneously with the negotiations with regard to the 
Soviet-Manchoukuo border.' The discussions brought out the differ- 
ence between the relations of the Soviet Union with the Republic and 
Japanese relations with Manchoukuo. In the first place the Soviet 
Union recognizes Chinese sovereignty over Outer Mongolia; Japan 
denies it in regard to Manchuria. The Soviet Union has a defensive 
alliance with Outer Mongolia, as has Japan with Manchoukuo, 
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formally, but the U.3.S.R. has no troops regularly stationed in the 
Mongolian People's Republic while the bulk of the Manchoukuo forces 
are Japanese. Moreover the Japanese stated that their defensive al- 
liance with Manchoukuo extended to Japan's participation in the 
settlement of all diplomatic disputes between Manchoukuo and the 
U.S.S.R. The Soviet agreement extends to help only in the event of an 
attack on the Mongolian Republic. The Soviet Union does not partici- 
pate in the conduct of foreign affairs of the Mongolian People's Republic 
generally. The U.S.S.R. furnishes technical advisers to the Mongolian 
Government and industry, but no Soviet citizens hold official positions. 
The Japanese said that there were many Japanese engaged in the 
Government of Manchoukuo, 'but these could not be considered as 
Japanese officials'. Similarly, the contrast between the economic rela- 
tions of the countries was clear. Whether or not such differences consti- 
tute the difference between imperialist relations and relations between 
independent, equal nations remained a matter of opinion, and one on 
which no general agreement was forthcoming in the Round Tables. 

Soviet- Japanese Relations. 

' The U.S.S.R. has never considered and does not consider war with 
Japan as fatalistically inevitable. In our opinion there are no insoluble 
contradictions between Japan and the U.S.S.R.' This statement by a 
Soviet member evoked an equally hopeful response from the Japanese 
group, one of whose leaders stated that 'as to Soviet- Japanese relations, 
there has arisen no insoluble difficulty ; what has happened can all be 
settled peacefully'. 

To this degree the two groups were agreed, but Soviet-Japanese 
relations nevertheless continue in a chronic state of tension despite 
the peaceful settlement of certain specific disputes between the two 
countries. The Chinese Eastern Railway has been sold ; the oil conces- 
sion has been renewed; a border commission is agreed on; and yet 
almost every week a new diplomatic exchange between the two govern- 
ments registers a new incident. 

The economic questions which have been bones of contention are 
now, at least temporarily, settled. The agreements appear to have 
been made mutually beneficial. The sale of the Chinese Eastern Rail- 
way was finally consummated in 1935 after long-drawn-out negotiations. 
Not only did this remove one source of friction, but the Soviets believe 
that it may cause an increase in the trade between the two countries, 
for part of the payment for the line was made in Japanese-made con- 
sumers' goods, and these 'samples' may stimulate the Soviet demand 
for such Japanese products. 
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The Japanese fishing rights in Soviet waters, originally granted under 
the Treaty of Portsmouth, have been a source of recurring irritations. 
The terms of auction, the terras of payment, and the number of 
grounds open to the Japanese have been the basis of the disputes, but 
the general principle of the arrangement has never been challenged. 
The oil and coal concessions on Sakhalin have likewise periodically 
come up for negotiation, as the agreements were due for renewal. 
These negotiations have been relatively calm and recently the matter 
has once more been settled. 

To summarize the Soviet- Japanese economic relations: problems 
outstanding between them are subject to negotiation and in the past 
have been settled peacefully. Trade between them is very favourable 
to Japan, but it still constitutes only 0-05 per cent, of Japan's total 
exports, though it may increase in the future as a result of the stimulus 
given by the payments in kind for the Chinese Eastern Railway. The 
Soviet Union continues to give Japan * access to raw materials ' in the 
fishing, oil, and coal concessions. There are apparently no concrete 
economic causes for the perpetually disturbed relations between them. 

The more serious and more nebulous question of border disputes is 
the most vexed of the political questions. Clashes between the armed 
forces of the two countries have occurred continually for a number of 
years. In diplomatic exchanges each side blames the other. In 1935 
it was suggested by the Soviet Government that a border commission 
be established to deal with this problem. 

'On August 17, 1935,' it was said, 'M. Yurenev gave Mr. Hirota a draft 
concerning the establishment of such commissions along the U.S.S.R.- 
Manchurian borders. Japan gave no answer for a long while and then en- 
deavoured to limit the activities of such commissions to the eastern land 
section of the frontier. The U.S.S.R. agreed to have this established first, 
but insisted that the same thing be done later on the other sectors of the 
frontier. Japan demanded the re-demarcation of the border itself, which the 
Soviet Union insisted is sufficiently clearly established. Yet the U.S.S.R. 
thought it possible to accept this and agreed to create a re-demarcation com- 
mission. On July 16, 1936, came a Japanese counter-draft and a draft of a 
statute of re-demarcation . ' 

The Soviet members, however, noted the fact that although these 
commissions had been agreed upon in principle, the Japanese had post- 
poned action on them and border incidents have continued. 

A second and more general political difference between the U.S.S.R. 
and Japan has arisen over the question of a non-aggression pact. As 
early as 1931 the Soviet Government made such a proposal, and it has 
been repeatedly made and rejected. The Japanese Government has 
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always stated that it preferred to settle all outstanding questions with 
the U.S.S.R. before signing a non-aggression pact with it. The Soviet 
authorities do not understand this attitude, since they cannot see why 
signing a non-aggression pact should not facilitate negotiations on con- 
crete issues. An American said that he saw danger in this question 
of the non-aggression pact not being settled, for it would seem to imply 
that the use of force was contemplated. A Japanese member deplored 
the fact that Japan's failure to sign the pact had been taken to im- 
ply that Japan intends to take aggressive measures. He went on to say 
that the question was more complex ; one had to consider the inter- 
national repercussions of a bilateral non-aggression treaty between two 
powers. Such a pact might be regarded as an entente between the 
Soviet Union and Japan against a third country. * There are some 
people in Japan, although a minority, who feel that Japan should be 
allied with Soviet Russia so that they might more effectively deal with 
the onslaught of capitalist nations like the British Empire or the 
United States. ' Although this group was still small, it might become 
larger in the future. Diplomats feared the repercussions of such a 
bilateral treaty, which would not arise in the case of multilateral 
treaties. The Soviet members thought that this was not an adequate 
reason for not concluding a pact, since all the Soviet non-aggression 
pacts contain a special article providing that, in the case where one of 
the parties to the agreement attacks a third party, the other party 
has the right to denounce the non-aggression pact immediately. They 
further pointed out that the Japanese press would seem to suggest 
that Japan would be willing to conclude a non-aggression pact with 
England or the United States or both, and they could not remember 
that this stand against bilateral treaties generally had been taken in 
Japan officially. In fact, on a later occasion another Japanese member 
stated that 'we are inclined to stress bilateral agreements*. 

It was then pointed out by an American that Japan and the U.S.S.R. 
already are parties to two non-aggression pacts the Pact of Paris 
and the 1925 treaty of recognition between Japan and the U.S.S.R., 
Article V of which reads, in part: 'The High Contracting Parties 
solemnly affirm their desire and intention to live in peace and amity 
with each other, scrupulously to respect the undoubted right of a State 
to order its own life within its own jurisdiction in its own way, to refrain 
and restrain all persons in any governmental service for them, and all 
organizations in receipt of any financial assistance from them from any 
act overt or covert liable in any way whatever to endanger the order 
and security in any part of the territories of Japan or the Union of 
Soviet Socialist Republics. ' The Soviets then repeated that in spite of 
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these treaties incidents continue to. take place and that the Soviet 
Union wants a non-aggression treaty as soon as circumstances permit, 
while the Japanese recalled that their Government had proposed to 
withdraw all forces along both sides of the border in order to eliminate 
the danger of clashes. The Japanese members likewise pointed out that 
their Ambassador in Moscow, Mr. Ota, had recently recommended 
signing the pact. 

Underlying these points of general disagreement as well as the re- 
peated border incidents, arrests, charges and counter-charges, there 
exists a deep-rooted feeling of tension between the two governments 
which is not substantially allayed by settling the specific points at 
issue. This was revealed in various statements at the Round Tables. 
One Japanese said that the comparatively liberal atmosphere of Japan 
provided good ground for propaganda by socialists and for revolution as 
a necessary adjunct to socialist programmes. He admitted the danger 
to the Government in ignoring propaganda where serious complaints 
exist, but felt that complaints are unduly magnified under the pressure 
of propaganda so that the revolutionary process is accelerated, whereas 
in the absence of such propaganda change might be effected by an 
evolutionary process. Another Japanese said : ' I understand that the 
U.S.S.R.'s increased armament is for national security. So is ours. I 
am not a military expert, and cannot quote exact facts and figures, 
but I understand that the Russian army in the Far East is greater than 
the total military force of Japan. This naturally makes us anxious. 
Rumours run rampant in Japan that Russia is planning war against 
Japan.' On the other hand, the Soviet members said that the real 
danger to peace lies in certain tendencies in Japan at present which are 
apparent in the statements made by certain Japanese members. 1 

'At the Round Table yesterday a Japanese member expressed an opinion 
which sounded the more surprising to me, as I have for quite a time studied 
Japanese policies very attentively. These opinions differ fundamentally from 
official statements of leading Japanese statesmen, responsible for the conduct 
of Japanese policy. Such statements sound particularly strange when coming 
from a distinguished scientist. They can be interpreted only as a justification 
in advance of war as an instrument of national policy. The division of the 
world into two parts is in fundamental disagreement with the views of all the 
friends of peace who accept as an axiom the principle of the indivisibility of 
peace. These statements, by the way, are another demonstration of the 
exactitude of the Soviet definition of the aggressor, embodied in the agree- 
ments signed by thirteen countries. This definition, among other things, 
stipulates that aggression cannot be justified by references to the internal 
situation in another country. 

1 This statement is discussed above in Chapter II. See pp. 95-8. 
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'The U.S.S.R. in its peace policy does not divide the world into separate 
regions, nor does it divide different nations into categories. The Japanese 
member has divided the whole world into two parts : one (the Occident) where 
Japan does not desire to use force, and Asia, where Japan is not reluctant to 
use force. As regards the possibility of the use of force, I must, first of all, 
remind you of the question I asked yesterday and of the answer I received. 
I asked whether the distinction meant that he considers that war is the only 
way to solve the questions between the U.S.S.R. and Japan. He answered 
to the effect that Japan wished expansion by peaceful means, but because of 
the close geographic situation in Asia, the use of military force might find its 
more proper place there than in Europe, America, or Australia. I wish to 
state that, as far as the U.S.S.R. is concerned, it never entertained such 
pessimistic views. The U.S.S.R. has never considered and does not consider 
war with Japan as fatalistically inevitable. In our opinion there are no insoluble 
contradictions between Japan and the U.S.S.R. The real danger for peace 
is, thus, constituted by those trends and ideas that are expressed in his state- 
ment. As regards the U.S.S.R. it does not contemplate the use of force 
against Japan. On the other hand, we do not think that force could be 
resorted to against the U.S.S.R. by anybody whatsoever with any measure of 
success. 

' I am sorry the Japanese member yesterday did not supply us with concrete 
characteristics with regard to Soviet-Japanese relations. The only point he 
stressed yesterday was the "menace of communism to Japan". I was sur- 
prised to hear that this "menace" seems to be, in his opinion, so great for 
Japan. If he is so much afraid of communism, this can only mean one thing, 
namely that he does not consider conditions in his own country very stable. 
This is the more surprising as other Japanese members have declared that 
trade relations with Japan are particularly promising because of the stability 
of its government. It seems to me that, in reality, communism and revolution 
are not commodities which can be exported and imported. Communism 
represents a definite social order, and therefore the sympathies to communism 
in different countries are determined by their internal relations and contra- 
dictions. It is of interest to note that the bogey of communism is very often 
raised to facilitate the promotion of aims which have nothing to do with the 
difference between given social systems, but are in reality directed against the 
peace and security of other nations. For instance, Mr. Hitler for years has 
been proclaiming that the sole direction of German expansion lies to the East 
of Europe and then marched West as soon as he could. Only too often state- 
ments laying emphasis upon the difference between two social systems are 
intended to divert the attention of world opinion from the real issues at stake 
having nothing to do with this difference. We, on our part, stand as before 
on the fundamental principle of the peaceful coexistence and peaceful contest 
of different social systems, a principle which we had the pleasure to see 
adopted by the World Economic Conference in Geneva hi 1927. The U.S.S.R. 
is surrounded by a significant number of capitalist countries, and the differ- 
ence of social systems did not and does not prevent peaceful relations between 
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the U.S.S.R. and all these countries. To my regret, the Japanese member did 
not clarify his statement and explain why the difference in social systems 
should become such a special danger for Japan. The U.S.S.R. makes every 
possible effort to achieve in its relations with other countries " mutual under- 
standing and lasting peace " of which a most distinguished member of this 
conference spoke yesterday. And just because the U.S.S.R. knew that there 
are tendencies and currents in Japan which cherish views similar to the ones 
expressed here yesterday, it proposed a pact of non-aggression between the 
two countries. The Soviet proposal to sign a non-aggression pact, which was 
originally made to a former Foreign Minister of Japan, Mr. K. Yoshizawa, 
at the end of 1931, has been rejected by the Japanese Government under the 
pretext that separate pending questions of Soviet- Japanese relations have 
to be settled first. The lack of foundation in this sort of argument is evident. 
It is clear that even if there are controversial questions in the relations of two 
given countries, the signature of a non-aggression pact does not make the 
solution of such questions more difficult, but on the contrary facilitates such 
a solution. And I do not think that it is the fault of the Soviet Government 
if Soviet- Japanese relations are to-day not quite what they should be. I must 
agree with the Japanese member in one respect, namely that the U.S.S.R. is 
a strong country. We do not deny that. We are well defended. I should like 
to add that aggressive views such as expressed in his statement seem once 
more to demonstrate how strong a factor for peace the capacity of the 
U.S.S.R. for defence constitutes in this indivisible world of ours. And just 
the fact that we are well defended creates the basis not for the use of force, 
but on the contrary for the development of friendly relations with Japan.' 



CHAPTER IV 

CHINA 
INTRODUCTION 

CHINA, perhaps even more than the United States or the Soviet 
Union, was occupied, in the years 1933 to 1936, with her own 
pressing internal problems and had little inclination to intrude, by 
either economic or political methods, upon the affairs of other nations. 
After a long period of struggle and failure the consolidation of the 
greater part of the country under the National Government had been 
achieved and the work of reconstruction, already under way in 1933 
(and discussed at the 1933 Conference of the Institute), had been 
extended over a considerably wider front. With the success of the last 
anti-communist drives after several previous failures, the Nanking 
authorities had insured themselves against the risk of further serious 
internal warfare. The enforced restrictive measures on silver had led to 
a long-needed reform of the currency and banking system. Important 
advances had been made in the programme of rail and road construc- 
tion, extension of co-operative credit securities, and reform of taxation. 
China, left to herself, would doubtless have been ready for a period of 
real development and consolidation. 

Yet in this period, as in other similar periods of her recent history, 
China found it very difficult to proceed with the task of setting her own 
house in order without having to accept the advice or encounter the 
hostility and obstruction of her neighbour. Thus, against her will, 
China, by her own efforts to achieve internal adjustment, found herself 
the centre and the cause of international jealousies and the victim of 
territorial and commercial encroachments on her sovereignty. This fact, 
best symbolized in the extension of Japan's sphere of influence in North 
China, necessarily coloured the Yosemite discussions of China's econo- 
mic and social policies. The Round Tables had perforce to divide their 
attention between the consideration of internal reconstruction and the 
international complications to which reconstruction gave rise or which 
prevented the further advance of China's internal unification. 

In any consideration of Chinese affairs, whether internal or external, 
one dominant fact has to be borne in mind: China is three-quarters an 
agricultural country. Thus its basic problems are problems of rural 
rehabilitation; and for this reason the discussions at Yosemite were 
occupied principally with rural reconstruction, and with other issues 
as they related to this. This meant that members were concerned with 
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internal rather than external questions. These internal problems, how- 
ever, affect other countries, notably Japan; hence the international 
implications of Chinese policy and reconstruction are also important 
and received much attention. 

Reconstruction is a broad term; the Chinese word means simply 
construction or building up. It has been defined as 'the evolutionary 
process which is taking place in economic, social, and cultural spheres 
in China' 1 and was described by the leader of the Chinese group at 
Yosemite as having three phases: (1) the building up of a physical 
basis of national unity; (2) the improvement of the physical well-being 
of the people ; (3) the remoulding of cultural life for a better adjustment 
in the new world. 

This threefold classification of the nature and scope of reconstruction 
can be still further subdivided and will be so treated in the course of the 
present chapter. Before this is done, however, it is important to make a 
somewhat different distinction in the light of which the whole subject 
may be examined. Reconstruction in China is both abstract and con- 
crete, psychological and material. The distinction is important in itself, 
not because the psychological necessarily precedes the material for 
material changes may induce psychological reaction which in its turn 
may have material consequences, and so on but because the processes 
of 'psychological reconstruction* are so sluggish and so much slower 
than those of material reconstruction. This fact is partly due to the 
physical problem of numbers and area, to the isolation, the manner and 
uncertainties of life, and to the immense weight of tradition and the 
characteristic conservatism of the Chinese people. Whether the present 
'psychological reconstruction' is a permanent phenomenon or is only a 
swing of the pendulum none can say ; nor was the latter possibility 
mentioned at the conference, which seemed to assume it to be perma- 
nent. The omission is not strange except on the part of the Chinese 
themselves, whose sense of history is so highly developed and who 
several times adjured members to recall that China's history was two 
thousand years long and that foreigners who are inclined to be hasty or 
critical in judging recent achievements in China should bear this in 
mind. Nevertheless, whether permanent or temporary, and however 
limited the extent to which its effects are making themselves felt among 
the great mass of the population, reconstruction is real enough at 
present, and although the psychological processes are the slower, their 
rate of progress is likely at some point or another after an initial lag to 

1 Preface by G. E. Hubbard to George E. Taylor, The Reconstruction Movement in 
China, Royal Institute of International Affairs, 1936. Printed below as Document V 
(Preface not included). 
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increase, as can be seen from the case of another country where a large 
illiterate and backward rural population was subjected to modern 
influences, namely Soviet Russia. 

It may be of interest to note in passing the attitude of the Chinese 
group and of Conference members in general to their subject. The 
Chinese group at Yosemite, considered as a whole, was strikingly united 
in its view ; and in relation to the circumstances, and while recognizing 
that in general scarcely more than a beginning had been made, it was 
rationally optimistic as to what had been achieved. Those achieve- 
ments, the group seemed to think, compared more favourably to paper 
plans and were more substantial, in the last five years, than ever before. 
At the same time, the group was not wholly uncritical of the Govern- 
ment or condemnatory of its communist opponents. But it gave the 
unqualified impression that a fundamental and widespread change had 
begun to affect the whole people of China both in their mentality and 
their way of life. It was said that 'there has been a transformation in 
the spirit of the people after years of suffering. There is a visible integra- 
tion, both intellectual and in the sphere of organization. ' Given peace and 
security, there would be nothing to prevent this process from developing. 

Other members of the conference were equally emphatic over recent 
achievements, but were perhaps more doubtful as to the future, possibly 
because their interest, like that of most foreigners, is principally fixed 
first upon the international implications in general, that is to say, Sino- 
Japanese differences ; and second upon possible repercussions detrimental 
to the economic or political interests of their own respective countries. 
If the discussions on China achieved nothing else, they taught many 
foreigners to modify their attitude to Chinese affairs in one respect: 
the emphasis on the fundamental importance of agrarian reform for 
Chinese reconstruction of all kinds forced them to study the problems 
of China primarily as the interrelated internal problems of an individual 
state and to proceed to the foreign consequences afterwards, rather 
than the reverse method, which has too often distinguished the study 
of Chinese affairs from that of the affairs of other countries and has 
dominated such study excessively in recent years. 

It is not proposed to pursue here, any more than was done at the 
conference, a study of all of the facts of Chinese reconstruction in detail, 
since these are set out and were available at the conference in a number 
of data papers. 1 It is proposed rather to consider the more significant 
and controversial elements, and then the international implications. 

1 Especially H. D. Fong, Toward Economic Control in China; Franklin L. Ho, Rural 
Economic Reconstruction ; C. M. Chang, A New Government for Rural China ; W. Y. Lin, 
The New Monetary System of China, China Institute of Pacific Relations, 1936. See 
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From a detailed syllabus of discussion that had been circulated to 
national councils in successive revisions during the preceding nine 
months, the conference itself chose only a few of the most important 
and interesting questions ; and the Round Table discussions centred, 
each in its own sequence, on these. 1 

RECONSTRUCTION: AIMS AND ACHIEVEMENTS 
In 1933 the relation of planning, as such, both by Government 
and private or semi-private organizations, to reconstruction formed a 
prominent part of Chinese notions of reconstruction. Economic plan- 
ning in China was first proposed on a grand scale by Sun Yat-sen, and 
later by his son, Sun Fo. But even in 1933 planning and economic 
control by the Government were not accepted by all Chinese thinkers. 
The Chinese Government 1 , said the chairman of the Chinese Group at 
the I.P.R. Conference in 1933, 'should limit its activity to the exercise 
of police power, the maintenance of peace and order, and transporta- 
tion; it should refrain from all expensive, luxurious projects of 
' 'reconstruction' ' . * 2 

At the 1936 Conference the accent had totally changed and the 
Chinese members, affording thus in themselves examples of that 
psychological reconstruction of which they spoke, were more concerned 
to provide reasons for the slow rate of progress made by the Govern- 
ment in reconstruction measures. 

In 1933 the Government's reconstruction plans, which were a selec- 
tion of Sun Yat-sen's and Sun Fo's original programmes, consisted 
principally in the development of basic industries in the Yangtze valley, 
in the reform of the currency, 3 and in the development of railways, 
roads, and agriculture. Its actual achievements were industrial rather 
than agricultural. Since 1933 there has been a change of emphasis. 

'The most characteristic of the present aims of reconstruction is to build 
up a "strong nation" capable of self-defence and self-determination. This 
tendency, with its emphasis on political rather than economic change, is 
recent in origin and owes a great deal to developments in the West. . . . That 
Fascist methods and aims are being discussed and adopted in China is a 
conclusion supported by all the weight of evidence/ 4 

also Taylor, op. cit. (Document V). It should also be noted that the facts of reconstruc- 
tion were considered at some length in the 1931 and 1933 Conferences of the Institute. 
See Problem* of the Pacific, 1933, pp. 178-200 and 3f>2-82. 

1 These questions are reproduced below in Appendix IV. 
' a Problems of the Pacific, 1933, p. 188. 

* For a discussion of the American Government's silver-purchase policy and its effects 
upon Chinese currency and currency reform, see Chapter I. 

4 Taylor, op. cit., Document V, p. 407. 
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Moreover, so far as the Kuomintang is concerned, the socialism of 
Sun Yat-sen has receded before the capitalist-supporting and capitalist- 
supported dictatorship of Chiang Kai-shek. That the reconstruction 
programme of the National Government is a capitalistic programme 
was pointed out at the conference by the Chinese members themselves. 
But that programme is not synonymous with 'reconstruction* or with 
the 'reconstruction movement'. In the first place, there has been the 
more radical reconstruction programme of the Chinese Soviet groups, 
which will be discussed below; and in the second, the reconstruction 
movement is something bigger than any government programme ; it is, 
as mentioned above, an evolutionary process affecting, and worked out 
by, the entire nation. 

To return to the National Government's programme and to the 
changes that have been made in it since 1933, the scale of change may 
be roughly estimated from the following figures (in million yuan) for 
expenditure provided in the national budget 'for economic reconstruc- 
tion' (excluding railway construction) quoted by a Chinese member at 
the conference: 

1931 .... 13-5 1934 .... 95-5 

1932 .... 19-0 1935 .... 106-5 

1933 .... 10-0 1936 .... 157-9 

The particular changes are in local government, in communications and 
agriculture, or rural rehabilitation generally. In local government, 
despite the centripetal tendencies that are characteristic of a dictatorship 
during the stage when it is occupied and preoccupied with the unifica- 
tion of a nation, there has been a definite change and real if modest 
progress during the last four years and since the holding of the National 
Conference on Interior Administration in December 1932. If recon- 
struction is to endure in individualistic China it must take root locally 
and not remain a course of treatment to be applied in recurrent doses 
by an autocratic central government. Thus the measures and methods 
encouraged by the National Government, such as the reorganization 
of central government provincial government hsien relations, the 
creation of trained provincial and hsien government civil services, the 
objective of a reformed and up-to-date system of local administration 
and the establishment of the experimental hsien, may help not merely 
to relieve immediate ills but to bring about the necessary permanent 
corrective conditions themselves. For this reason it seems likely that 
systematic and sustained attention to the problems of local government, 
even if attended by but few immediate concrete results, should be 
regarded as one of the most significant and important developments in 
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the reconstruction process in China. 1 In communications the change has 
consisted, at least up to the end of 1935, in an intensified development 
of roads and air-routes, relatively to railways, though there have been 
considerable extensions of the latter ; in agriculture, the development 
of co-operatives, improved credit facilities, reform of taxation, and, to 
some extent, diffusion of the knowledge and use of improved seed. 

There remain two broader changes. One is the increasing recognition 
of the overwhelming importance of agrarian reform above all economic 
and many other problems, and its increasing although very slow practi- 
cal application. The other change is perhaps the most fundamental and 
important of all. This is not only a serious attempt to co-ordinate the 
programmes and the work of all government departments occupied in 
reconstruction ; the work of all semi-official or government-supported 
organizations ; and the work of the Central Government with the work 
of the Provincial Governments: it is a newly realistic and practical 
concentration on the work of organization and administration as such, 
in contrast to the elaboration of plans, as plans, that are never put into 
practice because of a disregard for financial limitations and for the 
co-ordination, organization, and administration that are essential to 
concrete achievement. If it is true that these changes have occurred, as 
Chinese and other members asserted, they afford in themselves one of 
the best possible examples of that psychological reconstruction which 
Chinese members declared to be already in progress and which un- 
doubtedly is indispensable to any permanent renaissance in China. 

Communications. 

Communications are important for two principal reasons (the first 
permanent, the second, it is to be hoped, temporary) : agricultural and 
military. An extension of communications is important not only as a 
means of increasing the income of the farmers by extending the effective 
markets for their products ; it 'seems to be the most important method 
of solving the difficulty under which China is labouring of having an 
adverse balance of trade due very largely to her enormous importation 
of foodstuffs. It would appear that China does produce all or very 
nearly all the foodstuffs she requires. The reason that foodstuffs rank 
so high in the list of imports is because foodstuffs produced in China 
cannot be properly distributed/ Much has been accomplished, 2 but 
there is a lack of co-ordination between government departments ; this 
important part of national policy being dealt with simultaneously by 

1 This subject is well treated in 0. M. Chang's A New Government for Rural China, 
China Institute of Pacific Relations, 1936. 
1 Fong, op. cit., pp. 20-7. 
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the Ministries of Railways, Communications, and Finance, who work 
in too watertight compartments. Furthermore, the benefits have 
hitherto scarcely been felt, as they should have been, by farmers in the 
transport of their products, owing to the military, or, as a Chinese 
member preferred them to be called, administrative, exigencies. 
Peasants are generally prohibited 1 from driving their old-fashioned 
carts on these (mostly unpaved) roads ; and rubber tires are still beyond 
the means of most. Moreover, many miles of roads have been built by 
the forced labour of these very peasants. On the other hand, the present 
military, or administrative, monopolization of road facilities was 
regarded as temporary, and the ultimate good effect on the life of the 
country was not doubted. 

The nature of that effect, however, was questioned. First, for 
military reasons (suppression of bandits and communists, and strategic 
value in possible foreign wars), many of the roads built during the last 
ten years have been constructed as trunk systems, and not as feeders to 
railways, actual or planned. Yet it was the opinion of one member 
and it was not contradicted that roads cannot be a substitution for 
railways. Roads should be designed primarily as feeders to railways 
in a country with such vast distances. Secondly, the construction of 
extensive road systems designed principally as trunk highways might 
have serious consequences for river transport, especially passenger 
transport. Over five-sixths of coastal and inland steam shipping was 
in foreign hands, 2 a Chinese member remarked ; and an English member 
pointed out that it had originally been established by the English on 
the Yangtze and was still mostly in British and Japanese hands. 3 

With regard to railways, a relatively smaller extension has been 
effected in the last few years, although there has been considerable 
activity in bringing to completion lines planned years ago, and a 
number of railway loans have been concluded. 4 A certain amount 
of deterioration has taken place, and rehabilitation would inevitably 
consist to a considerable extent in replacement of tracks. The impor- 
tance of railways was disputed by no one ; the difficulties, however, 

1 Apparently inconsistent statements were made by different Chinese members at 
different round tables as to whether peasants are or are not allowed to use the new 
roads. The explanation may be that the peasants are so prohibited in some parts and 
not in others. They are probably allowed to use the older unsurfaced roads, but the 
weight of evidence is that they are at present prevented from using the newer surfaced 
roads, most of which are in central and southern China. 

* Fong, op. cit. t p. 27. * Ibid. 

4 It is important to note, however, that railway development in 1936 has made 
remarkable progress both in extensions and improvement of existing lines and in the 
construction of new lines. The second half of the year indeed saw more activity than 
has occurred since pre-War days. For details, see map, p. 155. 
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were still considerable ; they were almost entirely difficulties of capital, 
which are themselves intensified by the uneconomic loans' and services 
known to be exacted by local military authorities. 

Finally, as to air communications : these are a change in the original 
programme of reconstruction, but they affect practical reconstruction 
at present to but a slight extent. The Chinese air lines are operated 
with 51 per cent. Chinese capital. The mileage covered is considerable, 
but owing to the fares charged the facilities are available only to the 
military, government officials, foreigners, and a few business men. 

Mural Rehabilitation. 

In so far as rural rehabilitation is itself the largest and most impor- 
tant part of national reconstruction every desirable reform may be con- 
sidered to refer back to rural rehabilitation in one way or another. In 
this sense communications, fiscal reform, and even expansion of industry 
can be regarded as aspects of rural rehabilitation. Apart, however, from 
such general fields of endeavour, the specific problems of rural rehabilita- 
tion may be divided into four classes, viz. improvement of productivity, 
land tenure, credit facilities, and taxation. 

Productivity. 

If conditions are to be improved, the productivity of the land must 
be increased. There are two ways of doing this : the return per acre can 
be increased; the area under cultivation can be extended. The facts 
regarding both these problems are formidable enough to fill any govern- 
ment with dismay. About 80 per cent, of the people live on about 17 per 
cent, of the land. The area of farm land has been extended only by about 
1 per cent, in the last sixty-three years, while in the same period the 
population has increased by about 31 per cent. 1 In these circumstances 
there is little likelihood of extracting with the present Chinese agricul- 
tural technique more than the present return from that part of the 
land already under cultivation, and usually under highly intensive 
cultivation at that. Apart from problems of tenure with which it is 
connected, the question of increasing the return per acre requires the 
introduction of better seed, better implements and methods, and the 
education of the peasants to a level of understanding high enough to 
demand and use them a slow process. As to the extension of the 
cultivable area, the gigantic sums of capital that would be required to 
make any noticeable difference in the present situation even if it were 
static, which owing to floods, droughts, deforestation, and erosion it is 

1 Chinese National Bureau of Agricultural Research, quoted in Franklin D. Ho, Rural 
Reconstruction in China, China Institute of Pacific Relations, 1936, pp. 1-2. 
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not, are so far from realization that, although a certain amount has 
been accomplished, 1 no improvement worth speaking of can reasonably 
be looked for in the near future. Flood control has been transferred 
from the Provincial Governments and since 1935 has been unified under 
the National Economic Council. Six million yuan were allocated by the 
Government in 1936 for immediate work, and ten millions for emer- 
gency. It was expected that varying sums would be allocated in future 
years. Finally, a somewhat academic contributory solution was men- 
tioned, namely birth-control. A beginning has been made in towns and 
in some rural areas with the introduction of birth-control knowledge 
and practice ; but the time factor and the magnitude of the population 
make the practical importance of the matter remote. 

Land Tenure. 

In the light of its incalculably long history, its deep and widespread 
influence on past and present Chinese life, the complications and diffi- 
culties involved in any attempt to effect major and lasting reform, and 
the far-reaching results that would ensue from reform, the system of 
land tenure may be said to be the very heart of the problem of rural 
rehabilitation, if not of the national problem, of China. It affects the 
size and disposal of holdings, now so small and so excessively split up 
that much modern agricultural machinery could not be used even if 
available, thus impeding the development of co-operative societies in 
the full sense. It is responsible for the partition of wealth in land and 
the tendency for the size of estates on the one hand and the number 
of landless on the other to increase to excessive degrees ; it increases 
indebtedness of the peasants, which sets up the usual vicious circle 
of debt forced sale impoverishment more debt. It thus aggravates 
the problem of taxation ; it creates vested interests ; and through all 
these effects so deprives the rural population that is three-quarters 
of the population of China of the resources, the knowledge, and the 
will to improve the methods and increase the fruits of their labour that 
their real income, their whole standard of living, the power to extend 
their control over nature is thus prevented from reaching a level that 
it otherwise might. The settled land policy of the National Government 
has been declared by General Chiang Kai-shek to be the equalization of 
land ownership, the ultimate object being to give the land to all tillers 
of the soil. 

'Private ownership should', he said, 'be recognized and protected subject 
to two restrictions: (1) that landowners must give all persons in the village 
capable of tilling the soil an opportunity to work on their farms, and (2) that 
1 Fong, op. cit. t pp. 61-3 ; Ho, op. cit., pp. 23-6. 
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the maximum holdings are to be restricted, those holding land in excess of a 
certain limit to be subjected to graduated taxes. Revenues derived from 
these taxes are to be devoted to financing agricultural enterprises. These 
measures are expected to induce the landowner "to invest his capital in 
other than agricultural enterprises" and to ensure that those capable of 
tilling the soil have land to cultivate. Landowners, owner-farmers and 
tenants are to be encouraged to form "co-operative" societies for the ex- 
ploitation of the land. These societies will have priority in acquiring land 
for sale. The purchase of land by them will be made through loans from 
the banks. Redistribution of land will be determined by the societies them- 
selves "according to the needs" of their members, and ultimately "co-opera- 
tion and collective farming may be finally attained".' 1 

The matter remains, however, in the words of the chairman of the 
Chinese Group, 'the untouched problem of land tenure*. Neverthe- 
less, very little time was spent on it in the conference. What is more 
noteworthy is that the subject never arose except by way of com- 
parison with the doctrines or endeavours of the communists. One 
thus receives an impression of a certain parallelism, and that the 
National Government likewise tends, despite the approval of plans, 
such as the Land Law of 1930, to take action in the reform of the land 
system only when provoked directly or indirectly by what appears to 
it as the need to compete with the communists. 'We try to help the 
farmers, so do the communists, so does the Government. It is a com- 
petitive process', a Chinese member told his Round Table ; and it would 
appear not to be without significance that he added, The more the 
communists do, the more we do', and not 'The more we do the more the 
communists do'. 

At another phase of the discussion he was asked what the Govern- 
ment was doing with regard to land distribution in the areas once 
occupied by the communists and what was its rural policy in these 
areas. The reply in the first place was that 'rural reconstruction in 
China (unlike Japan) is more personal than Governmental. We start a 
movement and then the Government takes the credit*. In the second 
place, in Kiangsi especially, as soon as the government troops took 
over the land, they announced a new land policy, of returning the land 
to the owners ; however, they regulated the amount one family could 
hold, and laid a heavy tax on absentee landlords* To a certain extent 
it was possible for the actual owners to recover their own land. An area 
of 100 mow; 2 was allowed as a fair amount for a family of five. Owners 
could get their land back up to that amount. Land over that amount 

1 Taylor, op. c#. f pp. 19-20. 

' The standard mow is about one-sixth of an acre. 
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was so heavily taxed that it was not desirable. The problem presented 
was a very difficult one. In many oases the land was farmed by tenant 
farmers who had used it for two years when the National Government 
came in. These people had never owned land before, but they had to 
be accommodated somehow after being dispossessed by the Govern- 
ment in order to restore their land to its previous owners. 1 The dis- 
possessed farmers were therefore provided to some extent with the land 
made available by the 100- wow maximum. 

Another Chinese member explained that great disorder followed the 
dislodging of the communists. Previous to the armed victory of the 
National Government, land-tenure reforms had been proposed. Owing 
to the suddenness of the collapse the old system drifted back whilst the 
Government was still occupied with military operations, and thus the 
opportunity for a radical land-tenure reform was lost. Unfortunately, 
it was said, there is no statistical information on the redistribution 
of land in Kiangsi. Where the ownership was not certain the land 
belongs to collective and co-operative groups. This step was said to be 
the only radical departure from the status quo ante. Whether what has 
been accomplished hitherto is likely to represent the farthest limit of 
reform in the land system or only the beginning of reform on a national 
scale is impossible to prophesy. A beginning has often been made with 
attempts at reform in the past but these have as often petered out; 
perhaps stern necessity will compel reform on a national scale at last. 
It would be easier to hope for it in the near future if it were not for the 
fact that, as a Chinese member admitted, 'the Government is influenced 
to a great degree by the landlord system*. 

Credit Facilities. 

Improvement of agricultural credit facilities has been mainly effected 
by means of co-operative societies. In 1932 there were 3,978 societies 
with 151,212 members, and by the end of 1935 26,224 societies having 
1,004,402 members. 2 Of these societies 15,429 are credit societies. 
The total capital of all societies appears to be some 15 million yuan 
(that is, under 1,000,000), of which 7 million yuan are bank capital 
and 8 million are government. The co-operatives borrow at rates 
varying from 10 to 14 per cent, and offer loans at 15 to 18 per cent., 
which, although a high level by comparison with those in more developed 
countries, is not so high having regard to the scarcity of capital in 
China, or when compared with the rates charged by money-lenders or 
formerly by the banks, money-lenders' rates ranging up to 60 per cent. 



1 See also Taylor, op. cit., pp. 19-20. 
* Ho, op. cit., pp. 40-1 ; Fong., op. ci 



op. cit., p. 64. 
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or even higher. 1 It might be thought that the rate of 16 to 18 per cent, 
signified not only relative scarcity but also relative insecurity, and to 
some extent this was agreed to be so ; nevertheless, a Chinese member 
declared that 'almost all of the loans to the farmers have been repaid 
promptly even though there has been a great increase in the number 
and amount of these loans. For instance, after the recent floods, from 
one to two million yuan were turned over for relief purposes without 
interest charges. Now 71 per cent, of this has been repaid*. The 
co-operatives run two risks: the possibility of their domination by 
the banks, and inability to break the stranglehold of usurers upon the 
peasants. To some extent, no doubt, to differentiate between 'usurers' 
and 'banks' is to imply a cleaner separation between moral turpitude 
and virtue, to see more in a name, than can, at any rate in the country 
regions, be done in practice. There can scarcely be said to be to any 
extent a distinct rural class of individual, private usurers in China ; 
loans, customarily, are made by merchants, by pawnbrokers, and by 
banks whose directors or managers are in other capacities often said 
to be themselves influential members of co-operatives, besides being 
landlords, grain-dealers, or merchants. This fact cannot but modify 
the strength of any observer's optimism or explain in part the slow rate 
of progress in solving the problem of how to free the peasant from debt. 
Nevertheless, practical efforts as well as theoretical plans are being 
made. Domination by the banks is being attacked: of the 15 million 
yuan existing co-operative capital 8 million is government, as stated 
above, and 7 million is bank capital. Owing to the fact that the bank 
structure is dominated by the two largely government-owned banks, 
the Bank of China and the Bank of Communications, linked with the 
Government bank proper, the Central Bank of China, bank capital is 
itself subject to government influence. That the risk is felt to exist, 
however, is indicated by two further precautionary measures planned 
by the Government: for the next five years the National Economic 
Council will contribute an amount equal with the banks, probably 
6 million yuan a year ; and all investment in the co-operatives by the 
banks will be made through the government-established Agricultural 
Credit Bureau. It is planned to attack the power of the usurers partly 
by legislation, which was said to prohibit the charging of interest above 
20 per cent, per annum ; but their power can be permanently under- 
mined only by the influence of lower interest rates as the volume of 
co-operative credit swells and spreads. How much practical effect is at 
present felt from this legislation was not directly suggested, but it is an 
illuminating commentary on the confused conditions and the practical 

1 R. H. Tawney, Land and Labour in China, pp. 60-3. 
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problems that have to be faced in China at this moment that another 
Chinese member stated that the co-operatives themselves are forbidden 
by law to charge more than 24 per cent., which loans are guaranteed by 
the Government. If one of these statements is not inaccurate, or does 
not apply to a different part of the country, it must be that the law 
allowing a maximum of 20 per cent, chargeable by money-lenders is a 
dead letter. The last two explanations are probably both true. In any 
case, whichever maximum 20 or 24 per cent. is the more widely 
operative, it was admitted only too readily by Chinese members that 
such a maximum and a total of 26,000 co-operatives and a million 
members are a mere beginning. This sober view has all the more force 
if included among the million are, as has been alleged, 1 some that are 
effectually forced to join by influential landlords. Moreover, although 
the matter was not raised in the conference, it should be remembered 
that not only standards of management, as to both technical quality 
and disinterestedness, but also the number and size of co-operative 
societies affect their influence and value, and that in this respect 2 
not a little improvement remains to be made. 

Taxation. 

The reform of China's tax systems is admittedly a problem of appalling 
magnitude, and one which is aggravated by the political situation. 
The enormous proportion of government expenditure on military pur- 
poses (131 million yuan in 1927; 321 million yuan in 1936) and debt 
charges (about 30 per cent, of the budget) and the shrinkage in govern- 
ment revenue on account of smuggling (about 37 million yuan or 4 per 
cent, of the total government revenue, in the last year for a discussion 
of this smuggling question see Chapter III) are factors that must make 
provisional any calculations or plans for the reduction of taxation. It is 
true that since 1927 the proceeds of land taxes are no longer taken by 
the Central Government but by the Provincial Governments. Never- 
theless, the financial position of the Central Government is bound to 
affect the Provincial Governments ; and ultimately a solution of the pro- 
blem of land taxes cannot escape advancement or retardation accord- 
ingly. Likewise, the initiation of land-tax reform is bound to remain 
largely a Central Government task. In proportion to the magnitude 
of the task it cannot be said that much has yet been accomplished. 

A number of government measures have been initiated or taken. 

'Land tax reform or control consists of the transitional step of prohibiting 

1 Taylor, op. cit., p. 20. 

* Ho, op. cit., p. 42; and C. F. Strickland, Report to the British University China 
Committee, quoted in Taylor, op. cit. t p. 17. Ibid., pp. 19-20. 
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new surtax levies or reducing old ones on the one hand, and of the funda- 
mental solution through land value taxation on the other k The first step 
towards the alleviation of land tax burden of the peasants was taken in 1934 
by the Second National Financial Conference, which laid down four prin- 
ciples. (1) Land surtaxes shall not exceed the basic land tax, and in districts 
where the basic land tax is comparatively light the total of the basic land 
tax and the surcharges shall not exceed 1 per cent, of the value of the land ; 
(2) beginning from the current fiscal year (1936), no provincial or hsien 
government shall increase the existing surtax on land under any circum- 
stances ; (3) the levying of temporary surcharges by any local subdivision 
by appointment shall be strictly prohibited, and provincial authority shall 
formulate rules restricting the assessment of surcharges for purposes of local 
improvements ; and (4) those surcharges collected for specific purposes shall 
be discontinued upon the expiration of the prescribed term and when the 
raiaon d'etre for such surcharges does not exist any longer. These principles, 
although not yet fully carried into practice, had already achieved gratifying 
results, for by the end of 1934 it was officially reported that a total reduction 
of $6,921,521 in land surcharges had been effected in the eight provinces of 
Kiangsi, Chekiang, Hopei, Hupeh, Hunan, Anhwei, Kiangsu, and Suiyuan, 
and the municipality of Peiping, with another sum of $4,602,144 soon to be 
reduced in eight provinces. Meantime, an order from the National Govern- 
ment on June 8, 1934, prescribed that hereafter no new land surcharge was 
ever to be introduced.' 1 

But land tax, including surcharges, is said to reach a total of 400 
million yuan for the country as a whole. 2 Even, therefore, if the above 
estimated remission for sixteen provinces is doubled for the whole coun- 
try to-day it gives a figure of scarcely over 23 million yuan, or under 
6 per cent, of the total quoted above for the whole country. Taking this, 
as does Dr. Ho, at about 1 yuan per capita, the remission amounts 
to about 6 cents (Chinese), and leaves about 94 cents per capita. In 
Kiangsi, it was stated in the conference, the Government, after recover- 
ing the province from the communists in 1934, remitted the land taxes 
for seven or eight years, and also imposed a tax on absentee landlords. 
A further measure was the Government's appointment of a commission 
to examine the whole problem of surtaxes. Lastly, a very small begin- 
ning has been made with a land survey. It should be realized that the 
land tax, which is 'the only form of direct taxation in China to-day, is 
based neither on a proper tax-roll nor on a proper system of land valua- 
tion*. 

The tax-roll, or cadastral survey, taken in 1713, was for the most part lost 
during the successive series of internal warfare, and as a result many land- 
owners to-day do not pay tax on their land while the landless may often have 

1 Fong, op. cit., pp. 67-8. * Ho, op. cit., p. 47 

M 
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to do so. The tax is most unjust especially because it is subject to endless 
levy of surcharges as well as to advance payment. In some oases surcharges 
exceed the land tax by .several-fold, . . . while advance payment, as in the 
case of Szeohuen province, may have been extended 50 or 60 years. Tax 
collection, again, has now become a hereditary legacy to the collectors, who 
can manipulate in all different ways to exploit their monopoly of information 
as a fat source of personal profit. It is thus clear that in the movement for 
rural economic reconstruction in China reform in land taxation should claim 
prior attention, to assure sufficient revenue to the local governments as well 
as to relieve the unjust tax burden of the peasant cultivators. The funda- 
mental measure to prevent abuses in land taxation is undoubtedly the 
cadastral survey.' 1 

It is unlikely that any one could be found to disagree either with these 
facts or with these views as to the importance of a survey. Where it 
has been possible to effect a survey and registration excellent results 
have been obtained. It was declared, for instance, that in one district 
of Central China the revenue from land tax, which had amounted to 
26,000 yuan, rose after the survey and registration, without an increase 
in the rate of tax, to a million yuan. 

The principal obstacles, however, to the completion of a survey are 
said to be money and time. Not only is the cost enormous but it is 
likely in many areas to amount to more than the tax revenue. On the 
other hand, provided the necessary funds can be secured, the cost is 
likely to be recovered from the increased yield in the tax. In one of the 
data papers it is estimated that a complete survey for all China, with 
an area of 11 million square kilometres, would take 30 years and cost 
2,200,000 yuan if carried out by the quickest but expensive method of 
aeroplanes. 2 A rougher process consists of the reporting of land titles 
and the name of the tax-payer by the landowner. This is much quicker 
and cheaper and has produced excellent results where used. 3 It has not, 
however, been employed on any extensive scale relatively to the culti- 
vable area of the country. Whether, as this work progresses, the very 
firm and old basis of landlordism, on which many parts of the country 
are organized and from which the National Government ultimately 
derives much of its support, will prove an increasing impediment, as has 
happened before in China's history, cannot be foretold and was not dis- 
cussed in the conference. In view, however, of the great difficulties 
natural and economic and the length of time that would be involved 
even in the most favourable circumstances it seems unwise to expect 
that the problem can be seriously reduced for many years. 4 

1 Ho, op. cit., p. 47. a Ibid., p. 48. 8 Ibid. 

4 In this connexion it may not be without interest to quote an instance from another 
large agrarian country. It is notorious that argument by analogy is dangerous, and there 
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Reconstruction and Capital. 

China needs capital for industry, for agriculture, and for communica- 
tions ; for mines and power, for flood-control and reclamation and im- 
provements, and for railways. She could use, not tens of millions, but 
hundreds of millions of yuan for capital development every year for a 
long time to come. Now it is a fact of fundamental importance in China 
that there is no net annual surplus of real income, taking the country as 
a whole. The country is so poor, one part of its natural resources, like 
forests, being already so much used and another part, like minerals, so 
little exploited, that it can provide unaided only the smallest fraction 
of the capital necessary to its fullest modern economic development. 
The alternatives, therefore, are to limit economic reconstruction accord- 
ingly or to borrow from other countries. Borrowing from abroad in the 
past has been attended by political and economic consequences such as 
to determine the present National Government to borrow only on 
certain conditions. These conditions represent so great a change that 
if fulfilled, that is to say, if foreign capital on these terms proves to be 
obtainable, an important step in China's independent economic recon- 
struction will have been achieved. Briefly stated, the. 3 conditions are 
as follows : 

(1) that in any Sino foreign undertaking 51 per cent, of the capital share 
shall be owned by the Chinese ; (2) that a majority of the directors shall be 
Chinese ; (3) that the chairman of the board of directors and the manager 
shall be Chinese ; (4) that the foreign investors shall have the responsibility of 
technical planning and the provision for machinery and equipments ; (5) that 
Sino-foreign undertakings shall conform to the laws of the Chinese Republic 
and shall not call into assistance the extraterritorial rights and privileges in 
their defence ; (6) that in the purchase of materials preference shall be given 
to those of Chinese make ; (7) that Chinese staff, who shall have the pre- 
ference of employment, shall be given appropriate powers in management, 
and that foreign staff shall be employed only when no Chinese staff shall be 
available. 1 

is by no means a complete parallel between China and the following illustration. Never- 
theless, this was the situation in Russia as portrayed in 1915 (?) by a former Minister of 
Agriculture, a former Prime Minister, a great landowner and industrialist: *In order 
to carry into action a radical land reform it would require the work of a standing army 
of 300,000 surveyors for no less than fifteen years ; but during this time the number of 
homesteads would increase to 30 million, and consequently all these preliminary calcula- 
tions by the time they were made would prove invalid. To introduce a land reform 
thus seemed in the eyes of these landlords, officials, and bankers something like squaring 
the circle. It is hardly necessary to say that a like mathematical scrupulousness was 
completely alien to the peasant. He thought that first of all the thing to do was to smoke 
out the landlord, and then see.' (Maurice Paleologue, quoted in L. Trotsky, The History 
of the Russian Revolution, New York, 1932, vol. i, p. 49.) 
1 Fong, op. cit. t pp. 81-2. 
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As successful instances of foreign capital subscribed on these terms 
members quoted the two principal aviation companies, one Sino- 
American and one Sino-German, formed with capital totalling alto- 
gether 17J million yuan, of which 10J million yuan was Chinese and 
7 million was foreign. How much more will be obtained in existing 
conditions remains to be seen. One Chinese member argued that since 
Chinese Government credit stood high in London, relatively to Japanese, 
now was an excellent time to lend money to China. He and others were 
equally positive, however, that if foreign capital could not be borrowed 
on the terms stipulated above, then, despite the admitted need for it, 
China would do without. The reconstruction that had been completed 
so far he declared to have been carried out largely with Chinese capital 
(a statement that some English, Canadian, and Japanese members 
regarded as an exaggeration), and, if necessary, what remained to be 
done would be carried out with that alone. A Netherlands member sug- 
gested that if the terms mentioned above for the lending by foreigners 
of capital to private individuals or companies proved a stumbling- 
block, a way round might be found by making loans to the Chinese 
Government for its relending in turn to suitable undertakings. 

A strong central government was generally agreed to be a pre- 
requisite to the attraction of foreign capital, but foreign members drew 
attention to three further factors. First, the cases of Germany and Italy 
were chosen to show that a strong government, although a necessary, 
may not be a sufficient, condition to attract foreign capital. Secondly, 
and on the other hand, scarcity will be reflected in high rates of interest, 
which will attract capital to some extent. This is true, however, only in 
so far as a minimum of national security and of efficiency in administra- 
tion can be relied upon. The application of foreign capital or its 
earnings to purposes other than those for which it was loaned does not 
encourage such reliance, whether such irregularities occur with official 
connivance or, as was asserted by an American with experience in 
China to have sometimes been the case, at the instigation of interested 
foreigners. A Chinese member denied such a state of affairs at present 
and was positive that adequate assurance could and would be given as 
to the future. A similar assertion about foreign capital had, however, 
been made at the 1933 Conference of the Institute, 1 and it was implied 
by Japanese members at Yosemite that foreign loans had been thus 
misapplied and used for military or 'political* purposes. Thirdly and 
the importance of these factors is all the greater in an agricultural 
country like China where the need is for long-term capital the capital 
will be largely wasted in any other conditions, and if it cannot percolate 
1 Problems of the Pacific, 1933, pp. 184, 195. 
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in moderately liquid form to the points where it could be most profitably 
employed. These conditions were admitted to be absent. The impor- 
tance of this circumstance lay in its bearing upon Japanese policy. 
The Chinese asserted that the principal obstacle to the attraction of 
foreign capital was Japan's policy, both her territorial aggression and 
her opposition to loans by other countries. 1 The Japanese denied 
responsibility, pointing to the backward and unsatisfactory state of 
affairs indicated above, to the internal dissensions between the Nanking 
Government and the Communists, and to the unbalanced budgets, and 
retorting that such facts were sufficient explanation. The answer was 
made that the budgets were unbalanced by military expenditures and 
by loss of revenue through smuggling, both of which were largely the 
results of Japanese policy. 

It would seem that there is truth in both views. The factors empha- 
sized by the Japanese have weight ; on the other hand, it was the general 
view of other members that these factors were likely in time to be 
sufficiently reduced, provided China could enjoy an undisturbed period 
of administrative integrity and political security, in a word peace. 
The vicious circle into which the discussion fell seemed analogous to the 
vicious circle of Sino-Japanese relations ; the difficulty arises not from 
disagreement as to the desirability of peace and order but as to whether 
what is attainable and necessary is a pax Japonica or a pax liber a. 

Beneficiaries of Reconstruction. 

Who are the principal beneficiaries of such reconstruction measures 
as have been effected in China, the poor peasants or the bankers and 
landlords ? To the foreign members of the conference this seemed a clear 
and simple question, but to the Chinese it did not. They scarcely con- 
cealed that, so worded, it was almost impossible to answer. If they 
replied that the poor peasants were the chief beneficiaries they recog- 
nized that this would not be accurate, as meant by the questioners ; 
to reply 'the bankers' seemed to them equally misleading. Interpret- 
ing the question in the way that any foreigner might be expected to 
interpret it, it may be said that the answer is negative. In the course 
of the last five years but a small proportion of the total expenditure by 
the Government on reconstruction measures can have reached the rural 
masses in direct and immediate concrete benefits, measured by Western 
standards. As has been seen, only a minute remission of taxation has 
been felt by them, agricultural credit is scarce and onerous, land tenure is 
a general impediment, and the effects of such improvements as have been 
made in communications reach the peasants only in a diminished trickle. 

1 See p. 173, below. 
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It is not unfair to say that the impression in the discussions was that 
the Chinese members felt in the questions, as put, an element of accusa- 
tion, and that their answers appeared to take on a corresponding 
characteristic of defence. One Chinese member warned the conference 
against what he held to be over-simplification and against the 
danger of applying to Chinese problems purely Western terminology or 
of comparing paper programmes with realities. The present govern- 
ment, he said, had done recently for the people of China more than had 
ever before been done in the history of the Republic. Chinese develop- 
ment must come on somewhat different lines from that of the West. 
He admitted that the direct concrete benefits to the people were very 
small, but contended, first, that the people had received relative and 
indirect benefits, and, secondly, that the Government was not seeking 
to give immediate and direct help to the people by drastic changes but 
preferred to follow a slow and gradual policy that would avoid too great 
a disturbance in the country. 

. Another Chinese member pointed out that the reconstruction pro- 
gramme had been in effect during only five or six years, and those years 
in a period of exceptional misfortune, namely floods and invasion, and 
that it had, in considerable part, therefore, been a policy of national 
emergency. The concrete results so far achieved, if disappointing, 
should be viewed in historical perspective both with China's past and 
with the future. The real question was how one expected the social 
transformation to take place. If one accepted, as the Chinese usually 
did, the slower method of unification before attempting social recon- 
struction, the lack of concrete results achieved by the Government was 
excusable, although there was considerable discontent with it. Formerly 
a negative or passive attitude among the people to the Government was 
normal ; a change had to be made in this fundamental factor before the 
fullest effect could be derived from government measures, and this 
change, however slowly or sporadically, had unmistakably already 
set in. 

Finally he maintained that one of the greatest benefits of all to China 
had been the unification and awakening of the people, and that this 
benefit, the consequence of foreign aggression, had touched the whole 
people and had not reached its fullest effect yet. 

Communism. 

The basic programme of the Chinese Communist Party is usually 
studied in the programme that was established by the communists for 
Kiangsi Province, where they maintained their regime with considerable 
success for six years from 1928 to 1934. The principal features of this 
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programme, as regards internal policy, were the abolition of private 
ownership of land, and, after confiscating the great landlord estates, 
redistribution of land among the poorer peasants ; the substitution of 
co-operative credit societies for the private usurer; enforcement of 
collective agreements for minimum wages and hours in local industrial 
enterprises ; a graduated taxation system bearing mainly on wealthier 
elements; elimination of opium-growing; a literacy programme for 
adults and youth ; the founding of a military academy and university ; 
and the involving of the mass of the people, including women, in 
political life through active participation in a hierarchy of 'organs' which 
reached from the local village Soviet to the capital. As regards foreign 
policy the programme was to 'drive the Imperialists from China and 
complete a real unification of China'. 

Changes have been made in these policies in the last two years. 
The changes are, however, believed by many to be temporary changes 
in policy for practical reasons, and not permanent changes in underlying 
principles. Briefly, these changes are, internally, relaxation of measures 
against the landlord and bourgeois classes ; externally, the concentra- 
tion of anti-foreign aims against Japan ; and lastly, attempted co-opera- 
tion with the National Government in mobilizing the country against 
Japan. The Communist Party aims to effect these changes through the 
formation of a National Defence Government and of an Anti-Man- 
choukuo Conloderate Army against Japan. 

'The announcement was made in August, 1935, in a joint Manifesto of the 
Chinese Communist Party and the Chinese Soviet Government. After 
stipulating the formation of an anti-Manchoukuo Confederate Army for the 
struggle against Japan, the manifesto goes on to declare that if the army of 
the Kuomintang immediately ceases its attacks against the Soviet Areas and 
participates in the united front in preparation for a war against Japan, the 
Red Army will cease all hostilities, abandon all opposition to the problems 
relative to the internal affairs of the Government, end its opposition against 
the Kuomintang Army, and will be the first to assist in the joint enterprise 
for National Salvation. Then the manifesto advocates the establishment of 
a National Defence Government to act as the provisional guiding organ in 
this National Salvation. It declares: 

" The National Defence Government must decide how to advance the 
struggle for the preservation of the independence of China by adopting 
a method based on democratic freedom for the convocation of the real 
representatives of the Chinese People. Consequently, the most important 
task of the People's National Defence Government which is to he estab- 
lished, will be organization for resistance against Japanese Imperialism 
and redemption of territory. For this reason, the policy of the National 
Defence Government must be such as to bring about the realization of the 
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following items : (1) Armed resistance against Japanese aggression, recovery 
of lost territory. (2) Belief government, stable democracy. (3) Confiscation 
of all property of Japanese Imperialism in China and its delivery to the 
Government as military funds for the struggle against Japan. (4) Con- 
fiscation of all property and supplies of traitors, and distribution to the 
poor people and the soldiers who are to take part in the struggle against 
Japan. (5) Elimination of excessive taxes, regulation of financial and 
currency policy, development of agriculture, industry, and commerce. 
(6) Amelioration of the living conditions of workmen, peasant soldiers, and 
tradesmen by the increase of wages and salaries. (7) Enforcement of the 
freedom of democracy, release of all those imprisoned for political offences. 
(8) Enforcement of education by national funds, granting of work to 
youths upon completion of their school courses. (9) Enforcement of non- 
discriminatory and equal treatment of all the Chinese people. (10) Union 
with all the masses which are against Japanese Imperialism strive for a 
united struggle, unite with all peoples which support the movement for the 
liberation of the Chinese people, and establish friendly relations with all 
powerful nations that maintain benevolent neutrality on the occasion of 
the strife against Japan." 

'In the opinion of its leaders the fundamental defect and weakness of the 
Party lay in the fact that it was unable to adopt the policy of the "united 
front" against imperialism as the only and the most important strategic 
means of realizing the various political slogans concerning the struggle for 
the liberation of the people. For this reason the following changes in policy 
were made : 

'Agrarian Policy. First, in order to uproot feudalistic remnants and simul- 
taneously to form an extensive unified front against imperialism, the land of 
those who engage in domestic industries, of artisans, priests, small merchants 
and labourers, who purchased their property through their income from 
service, must not be confiscated, although they do not cultivate the land 
themselves. Secondly, in cases where land is distributed equally by demand 
of the masses, the land of rich farmers must be confiscated and they [the 
rich farmers] must also receive portions under the common distribution. 
Thirdly, the land of soldiers participating in armed conflict for national 
salvation must not be confiscated. Fourthly, the land of merchants who are 
also large landowners may be confiscated, but not their commercial enter- 
prises. 

'Commercial and Industrial Policy. In order to develop co-operative 
societies and national enterprises, various means must not only be devised, 
but commercial and industrial development by individual capital must also 
be encouraged. Secondly, instead of dissolving existing commercial under- 
takings, they must be utilized for the development of commerce and industry 
in the Soviet districts and of commercial relations between non-Soviet and 
Soviet districts. Thirdly, in order to give freedom to the development of 
individual commercial and industrial enterprises taxation must be recon- 
sidered. 
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' 'Labour Policy. In order to elevate in general the material and cultural 
conditions of workmen and hired peasants and to increase their rights, 
excessive demands that cannot be fulfilled or that increase bankruptcy and 
unemployment must be abolished; that is to say, the "control of labourers 
by production* ' must be restricted. 

'Internal Political Policy. Workmen, peasants, soldiers of the Bed Army 
and the wage-earning class shall be given national rights. All participators 
in the struggle against Japan for national salvation shall be given the same 
rights. Secondly, bourgeois specialists shall participate in the construction 
of Soviet organs ; that is to say, their experience and capital which may be 
useful to revolutionary enterprises shall be utilized to advantage. Thirdly, 
all non-communist political parties, groups, or organizations of the social 
masses which are struggling against imperialism and its tools shall be given 
democratic rights and freedom. Fourthly, representatives of racial-revolu- 
tionary political parties and groups who are fighting in co-operation with the 
Soviet Government and the Red Army against Japan for national salvation 
must not be prevented from participating in Soviet organs. Fifthly, if the 
internal organization which is composed for the most part of workmen 
and peasants of the Red Army is maintained and the military and political 
guidance of the communists is secured, it will be possible to affiliate the 
"petits bourgeois" who are participating in the racial-revolutionary move- 
ment into the Red Army. 

'Foreign Policy. The chief attack shall be made upon Japan; a non- 
discriminatory attitude shall be maintained towards the various other 
imperialist powers. Secondly, the "partisan" tradition of arresting and then 
demanding ransom for foreign diplomatic, commercial, cultural, and religious 
organs shall be given up/ 1 

This quotation was amplified by an American member, who referred 
to the following declaration of the Chinese Soviet Government Foreign 
Commissar made in March 1936: 

'Our foreign policy is based on the principle of the freedom and independence 
of China and the safeguarding of the interests of the Chinese people. . . . 
The chief enemy confronting us is Japanese imperialism, and the countries 
that preserve a benevolent neutrality toward our struggle against Japan 
are our friends, and we are ready to maintain friendly diplomatic relations 
with them based on equality. Our country is still backward economically, 
hence we must co-operate with those that are economically advanced. There- 
fore the Chinese Soviet government is prepared to conclude economic agree- 
ments, based on equality, with all countries that are friendly to us. The 
annulment of the unequal treaties is, however, one of the most important 
foreign political tasks of the Chinese Soviet government. With the exception 
of Japan, this can be accomplished through diplomatic negotiations.' 

1 Keizo Otsuka, The Red Influence in China, Japanese Council, 1936, pp. 89-95. 
Other sections of this paper are printed below as Document IV. See p. 343-75. 
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To what extent have the Chinese Communist Party's achievements 
corresponded with its programme ? In Kiangsi they corresponded to a 
considerable extent, although they were said to have been partly offset 
by excessive ruthlessness. Later, following the almost total expulsion 
of the communists from this province by Nanking troops, a period of 
chaos ensued, and much of what the communists did was undone. 
Since the early part of 1935 the communists have appeared in the north 
and west, in Sikang, Kansu, Shensi, and Shansi j 1 but to a great extent 
they seem to have continued to move about. Little detailed and 
accurate knowledge of their economic and political achievements in 
these parts appears to be available, nor was any information afforded 
by the conference discussions. 

Contrasted with the programme and achievements of the Nanking 
Government, the efforts of the communists appear in a not unfavourable 
light. Their programme, as a Canadian member pointed out, is more 
liberal or socialist than communist (which term various Chinese and 
other members suggested was used too loosely, if it was not actually a 
misnomer), and in certain respects appears to offer more to the Chinese 
peasant than does the National Government programme. If, relatively 
to this programme or their resources, they have achieved little of con- 
crete permanent value, they can argue, like the National Government 
itself, that this is due to the unavoidable dissipation of much of their 
resources in fighting. But if there is any force in the contention of the 
Chinese members at the conference that an important element in 
reconstruction has been psychological, then the communists may claim 
to have made their contribution. In fact, the Chairman and other 
members of the Chinese group remarked more than once, that in the last 
analysis the difference between the Communist and Nationalist parties 
was mainly one of method (violent versus gradual), and not of aim ; 
and that the communists, though at present greatly weakened as an 
organized political and military force, had been valuable as a stimulus 
to improvements in the central and provincial government Civil 
Services in the regions occupied by the communists, and as an influence 
promoting a more progressive ideal of the economic organization of 
society. Chinese members expressed two different if not inconsistent 
attitudes in this connexion : on the one hand they said that some of the 
government leaders were appreciative of communist ideals and were in 
favour of adopting the methods of the U.S.S.R. With the communists' 
abandonment of some of- their most radical ideas it was not impossible 
that the movement would find a basis of co-operation with the National 
Government (an interesting qualification of an English member's 

1 For details of the movements of the Communist armies see Document IV, pp. 348-56. 
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assertion that the elimination of communism was a condition precedent 
to reconstruction). On the other hand, they asserted that the impor- 
tance and danger of communism to internal stability in China and to 
Japan were now negligible and were purposely exaggerated by the 
Japanese as a pretext for unwarranted interference in China. 

This view itself was not inconsistent with the Chinese allegation that 
Japan wishes to see China weak and divided, since it might be supposed 
that Japan has expected the Communist and Kuomintang parties to 
weaken each other during a long period of civil strife before ever any 
combination between them could produce a dangerously effective anti- 
Japanese situation. That the Japanese Government genuinely fears 
Chinese communism nevertheless seems probable, since it both consti- 
tutes a physical threat to Japanese possessions and material interests 
in China and propagates a specifically anti-Japanese doctrine. But the 
importance to Japan of Chinese communism depends not only on 
whether, but on how, rapprochement takes place between it and the 
National Government that is, whether through a Communist shift 
towards the right or a Kuomintang shift towards the left. It was 
argued by a prominent Chinese member that the Communist Party's 
original economic programme was almost the same as Sun Yat-sen's, and 
that after a period of extremism it was now once more growing milder 
and more similar to the programme of the National Government. If 
this is correct, then Japanese fears need not be fulfilled. On the other 
hand, in so far as co-operation between the Communist Party and the 
National Government is likely to be effected by an approach of Nanking 
towards the aggressive nationalist position of the communists, then 
Japanese fears would appear to be real if not righteous. Moreover, the 
view was expressed both by certain Chinese and by Japanese, as well as 
by other members, that the fundamental principles of communist policy 
have never changed and are unalterably hostile to 'bourgeois* and 
liberal democracy. From this point of view the fears of the Japanese 
Government are intelligible. 

The serious point, however, is : first, that Japan apparently considers 
that she has some kind of right to intervene directly in China if that 
country changes the form of its government ; and secondly, that Japan 
appears to hold that the best way to combat communism is by force 
preferably, force wielded by the Chinese Government 'in co-operation 
with' the Japanese Government, but otherwise by Japan alone and 
to prefer this method of quick violence to the slower but, it may be 
argued, more thorough and rational method of removal, by measures 
of reconstruction, of the underlying causes of misery and discontent. 
So much for the prospects of relations between the Government and the 
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Communist Party. There remains the question of its prospects as a 
political and military organization. 

The statement that communism as a political and military force in 
China is spent was disputed, not by any Chinese member, but in a 
Japanese data paper, 1 and, in the discussion, by an American speaker, 
who believed that communism had merely changed its manifestations. 
Indeed, a Chinese member himself granted that it was premature to 
speak of communism as a failure or success since it had not yet had a 
fair trial. He, like several other Chinese, declared that current Japanese 
arguments and policy with regard to communism in China, far from 
destroying it, were giving it strength, and, more than that, were 
increasing the chances of its co-operation with Nanking. The same 
American speaker added that if the Japanese believed it sound to 
support their aggressive policy in China with the argument that Japan 
constituted the most solid bulwark against communism in Asia, 
foreigners as well as Chinese might argue that communism constituted 
the most solid bulwark against Japanese imperialism. Lastly, the 
Japanese suggestion that Chinese communism was still supported by 
the U.S.S.R. and obedient to the Third International was denied by 
the Chinese, who maintained that there were two factions in Chinese 
communism, one following Trotsky and one Stalin. The former favoured 
close relations with the Comintern, but did not now lead the movement, 
which was guided by men who wished it to be independent of any 
support from the Soviet Union. The Chinese in their turn asked the 
Japanese if the movement in China maintained connexion with the 
movement in Japan. The reply was negative. 

INTERNATIONAL IMPLICATIONS 

The discussion on reconstruction in China led up to what was, in the 
minds of most if not all, the dominant question, namely the inter- 
national implications. The kernel of the problem is this: How far will 
Japan acquiesce in independent co-operation between other countries 
and China ? To what limit and in what manner does Japan intend to 
exert her influence in Chinese affairs ? This is one of the most important 
questions for other countries to-day. It was also one of the most 
important questions at the conference, but it received no complete and 
clear answer. Japanese members hesitated to declare bluntly aims that, 
if so expressed, some of them might find it difficult to defend, or that 
they believed would shock, or at least be unpopular with, the rest of the 
conference. Moreover, they did not always know their Government's 

1 Otsuka, op. tit. See Document IV, pp. 347-8. 
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intentions, for the Government itself, like the Japanese people, was 
either divided or unclear. 

Speaking broadly, in a general introduction to the subject, a Chinese 
member said that the international implications of Chinese reconstruc- 
tion might be summarized in these words : 'From the United States we 
get the training of the Chinese personnel ; from the League of Nations, 
the technical advice of experts; from Great Britain, an important 
portion of the money ; from Japan, all the obstruction.' However much 
room for argument there may be in this statement, the fact that it 
is a common Chinese view, and the fact that Japan on her side alleges 
grievances, at least make it worth while to devote most attention to 
the difficulties involved in the relations of Japan, more than of other 
countries, to Chinese reconstruction. 

Japanese members asserted that their country had justifiable griev- 
ances against China. Their complaints referred not only to economic 
matters such as boycott and tariff and the misuse of loans, but to 
political hostility in every form, from educational curricula to direct 
agitation, from the exploitation of foreign technical assistance, as 
witting or unwitting political propaganda against Japanese interests, 
to playing off Japan and other foreign powers against one another, and 
the manoeuvring of Japan into a position of moral delinquency in 
international relations. 

The assertion that Japan had had grievances was not explicitly 
contradicted ; perhaps its recognition was reflected partially at least in 
the changed attitude of foreign members of the conference as contrasted 
with the 1933 Conference. At Yosemite there was less uniform and 
unquestioning partisanship with Chinese against Japanese ; there were 
several deliberate speeches by foreigners explicitly recognizing and 
describing Japanese grievances and difficulties ; and there appeared to 
be a certain amount of tacit sympathy with the Japanese resentment 
against attempts to avoid analysis of specific Sino- Japanese disputes 
by holding up the Japanese as moral culprits and implying that such 
delinquency, if proven, settled the matter. This sympathy was probably 
increased by the open admission of some Japanese members that certain 
actions of Japan had, in their opinions, been wrong. But when all that 
can be said in this sense has been said, the fact remains that the under- 
lying issue in the discussions was not whether or not Japan had griev- 
ances but the methods that she employed to rectify them and the 
arguments by which she attempted to justify these methods. On these 
points Japanese members of the conference were questioned closely 
and at length, and their earlier complaints at the unsatisfactory 
character of Chinese answers were deprived of some of their effect by 
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their own replies to certain questions. Mention has already been made 
of the attitude of Japanese members of the conference to Chinese 
communism. This question, and the Japanese attitude to the Nanking 
Government, illustrate the difficulty that was found in the discussions 
in securing unambiguous and direct replies to some of the most vital 
questions affecting present and future Sino-Japanese relations. 

For example, in a discussion on the achievements of the Chinese 
National Government in reconstruction, contrasted with the aims and 
actions of the communists, the question was raised whether the latter 
might not accomplish something of value to China or whether they 
were a danger that was disrupting and exhausting the country. The 
Japanese members took the latter view, and the following question was 
then put by the Chairman of the Canadian Group : 

'Our Japanese friends say and seem to agree that the great need is for a 
strong government in China. They are strongly opposed, as indicated in 
public declarations and in the three Hirota principles, to the spread of the 
Communist movement. General Chiang Kai-shek appears to represent the 
only possibility of a stable government and he has been opposing the Com- 
munist armies. Why then is Japan opposed to the Nanking Government ? 
It would seem logical for Japan to support Chiang Kai-shek.' 

A Japanese business man replied as follows : 

'China is very different from other countries. I have great sympathy for 
China. In connexion with the reconstruction of China, more capital is needed. 
In Manchoukuo from 1931 to 1935 we have spent 800 million yen in economic 
investment and another 800 million yen for army purposes. There are many 
reasons why reconstruction is not performed quickly. First of all, what does 
the reconstruction of China mean ? From our Manchoukuo experience we 
know that it involves the expenditure of large sums of money. A frank 
discussion was held at the Washington Conference and comparative history 
was discussed which revealed that Japan was the least of China's enemies. 
In comparison with the British Opium War of 1842 the current question of 
Shantung was small. Since the Washington Conference we have adopted 
a policy of watch and wait. When China has internal trouble, we suffer most. 
If it develops we stand to gain. Chinese autonomy means high tariffs against 
Japan. Anti- Japanese education is prevalent in China and the youthful mind 
of China has been poisoned against Japan. We have developed Manchoukuo, 
and the people are now better off in the matter of telephones, currency, 
sanitation, etc., and there is a stable monetary system. Of the people who 
left Manchoukuo 80 per cent, have returned. Unless there is a strong or 
moderate government in China it is very difficult for us to establish friendly 
relations. We cannot shake hands whilst there is an anti- Japanese attitude/ 

This reply was not considered satisfactory by the questioner, who 
pressed his question again : 
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'One of the main ends of the National Government is to combat Com- 
munism/ he pointed out. 'Why does not the Japanese Government choose 
between these two opposing forces and co-operate with one of them to 
maintain law and order ? It appears that Japan is opposed to the Nanking 
Government, and yet if the Nanking Government should fall, Communism 
would spread. It would therefore seem logical that you should try to co- 
operate with Nanking/ 

He was answered by the Chairman of the Japanese Group as follows : 

'The impression seems to be that Japan is exercising some pressure on 
China, but this is erroneous, for we all wish to see Chinese reconstruction 
and stabilization. With respect to the reconstruction scheme of China the 
Japanese attitude was expressed by Mr. Yoshizawa at the Council of the 
League of Nations in 1931 . Her view was then as now that foreign help should 
be limited to technical development and not political development. Unfor- 
tunately at this time the Manchoukuo incident arose and the situation 
totally changed. Opinion has not changed since 1931, provided foreign 
powers will co-operate with Japan for the purpose.' 

It will be seen that the second of these Japanese speakers likewise 
hardly concerned himself with a direct answer to the specific question, 
but contented himself with a paraphrase of the official attitude to 
Chinese reconstruction. This attitude is, and was represented at the 
conference to be, that the Japanese Government and people desire a 
strong and prosperous China. But for many conference members there 
were at least some grounds for doubting this view. 

The Japanese aver that they wish for a united China and a strong 
Chinese Government. This wish, they declare, explains their hostility 
and policy towards Chinese communism. But if this is true, members 
asked, why has Japanese policy not been equally hostile to other 
disruptive forces in China, for example to the openly anti-Nanking 
and often anti- Japanese declarations and actions of the political faction 
and armies of South China ? 

It is arguable that the Japanese lent support to the Cantonese move- 
ment in 1936, knowing that it was weaker than the Nanking faction 
and because they did not wish a unified China under Chiang Kai-shek, 
whose growing strength they feared. Although it is true that some 
Japanese members, including a former minister, declared that Japan 
was willing to co-operate with Chiang, others frankly took the view 
that they could not while he was 'anti- Japanese*. Furthermore, the 
argument was used by Japanese members at Yosemite, as at the 1933 
Conference, that because the central Chinese Government was weak, 
Japan (and Manchoukuo) were compelled to treat with (and therefore 
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support) local or provincial authorities in the outlying regions of China 
bordering Manchoukuo or treaty ports with Japanese concessions, such 
as Tientsin. The Chinese, on the other hand, argued that the opposite 
is true and that in so far as the Central Government is weak it is because 
of Japanese intervention in these regions. The above arguments are 
consistent with the view that in reality the Japanese Government does 
not wish for a stable and unified China under the leadership of Chiang 
Kai-shek or any one else, but is following the principle of 'divide and 
rule' ; and this view is supported by the failure of Japanese members to 
give answers that satisfied the round tables on various questions such 
as the two quoted above. Finally, a prominent Japanese member 
concluded one of the discussions with the statement that, although he 
understood and sympathized with Chinese feelings about North China 
and Manchoukuo, nevertheless in his personal opinion the strengthen- 
ing of this attitude was a somewhat unwise method of bringing peace in 
the Orient. 

The difficulties experienced by the round tables in obtaining clear 
and direct answers to certain questions were not limited to the above 
examples. On other topics similar vagueness characterized the replies, 
as did a contradiction between the answers of different members of the 
same group. Contradictions, however, were not criticized ; variety of 
private opinions was desirable. One of the most important parts of the 
discussion that suffered from this vagueness was the question of foreign 
financial help for Chinese reconstruction. This question divided itself 
into two parts, foreign capital and foreign advisers. The question of 
capital produced one of the few examples of agreement between the 
Japanese and Chinese groups. The Chinese view, expressed with a 
bitter restraint, was that China had grown too familiar with the political 
and economic consequences of borrowing from other countries to be 
eager to repeat the experience. She would borrow on the conditions 
referred to above (see p. 163) or not at all. The Japanese also thought 
it wiser that China should rely more on herself than on foreign help. 
The help from foreign loans was temporary and in the long run added 
to the already heavy financial obligations of China. On the other hand, 
it was common knowledge that China, economically speaking, needed 
capital and that Japan was not at present in a position to provide more 
than a fraction of it. Attempts were therefore made in the discussion to 
discover further agreement between Chinese and Japanese as to the 
conditions on which capital might be borrowed from abroad. Japanese 
economists and business men realized that what economically benefited 
China benefited Japan, and they mentioned capital goods in general 
and railway loans in particular. These, however, were the only specific 
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statements obtained from Japanese members as to purposes for which 
Japan acquiesced in the idea of foreign help. 

The discussion then turned to the second aspect of financial help, 
namely foreign advisers, including at the same time foreign military 
and other advisers. The Chinese preferred to make use of foreign 
advisers from more than one country, in order both to hinder the 
possibility of domination by one country and to reassure themselves 
upon the advice received. At this point reference was made to the 
Amau and Hirota Statements of April and May 1934, and the 
Japanese made it clear that for them the fundamental consideration 
was not economic but political. Without entering into a detailed 
discussion of those two pronouncements, the general Japanese attitude 
at the conference may be stated as follows : Whether the Amau State- 
ment was deliberate or extempore, wholly or semi-official, the truer 
index to the attitude of the Japanese Government was the Hirota 
Statement. The substance of that statement was that the Japanese 
Government did not object to China's receiving foreign financial help, 
and was itself willing to co-operate with such foreign help, provided 
that this did not involve political and military aims and that it was 
properly used for its original and intended purpose. The geographical 
propinquity of Japan to the Asiatic mainland made Japan nervous 
about political conditions in China. This propinquity was a basic fact, 
and a fundamental consideration for any Japanese Government, which 
consequently must consider the actions of other Powers in China with 
more than special concern. 

So much for the general aspect. It was in dealing with the specific 
inquiry about foreign advisers that Japanese members revealed, by the 
hesitation and the manner of their answers as well as by the content, 
that this question touched on or very close to the central nerve of Sino- 
Japanese relations. A Japanese member explained that many of his 
countrymen feared lest foreign help to China, whether financial, political, 
or economic, might prove a motive force in setting the one country 
against the other. He expressed the opinion that if financial or military 
advisers to China exerted much pressure to determine political activity, 
if they were to be appointed without 'friendly conversations' with 
Japan, Japan might think it 'a rather unfriendly gesture'. It might 
be going too far to use the word 'unfriendly' ; at any rate, Japan wished 
to be consulted. This statement did not completely satisfy certain 
members, who asked: first, if it meant that in Japanese opinion the 
appointment of foreign advisers ought to be subject to Japanese 
approval ; and secondly, who decided when economic interests bordered 
on the political. To the first question a brief answer added nothing ; 
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to the second, another Japanese member invited a foreign opinion. 
This was provided by a professor of international law, who put it in 
these words : 

'Under general international law, China is free to appoint any adviser, but, 
if under the adviser China does something contrary to treaty, etc., Japan has 
a right to protest. But the impression prevails that Japan wants to exercise, 
if not a veto, at least some control over the appointment of advisers.' 

This member added that in his opinion there was no question but that 
such international law applied to every region of the world, not exclud- 
ing the Caribbean, where he admitted that the United States had gone 
over the bounds of international law on certain occasions. 

The Japanese thesis that Japan was, in some undefined sense, 
entitled to prior consultation by China and to a right to something 
resembling a veto on matters of international assistance was comple- 
mented by two important corollaries. The first was that in general 
Japan and China were better left to settle their disputes and matters of 
common concern by themselves and without the intervention of other 
countries. In such intervention were included direct participation in 
Sino-Japanese discussions by other countries with interests in China, 
and indirect intervention through the League of Nations. To this 
thesis were returned two objections. In the event of disputes between 
any two countries, in this case China and Japan, neither Japan nor any 
state had the right to expect other nations already possessing interests 
in China to stand passively by and leave them in the sole care of the 
weaker party ; and, more important, the Japanese thesis of the bilateral 
settlement and localization of disputes was incompatible with the 
principle of collective security, and, in the speaker's opinion, was not 
supported by the experience of other countries. The Japanese rejoinder 
quoting the Monroe Doctrine was without force, since the United States 
Government had more or less abandoned it. Nevertheless, Japanese 
members held to their view, as Japan had held to it in 1931 and ever 
since. 

The second corollary was the more important. If Japan is admitted 
to have some kind of right to prior consultation and to some kind of 
veto in Chinese affairs ; if in these affairs China and Japan are to be left 
to settle their disputes alone ; and if both these principles are enunciated 
by Japan herself, that is by the stronger party, how may it be expected 
that she will resolve any deadlock that may arise ? It is consistent with 
these theses, with the inferences drawn from earlier parts of the dis- 
cussions (see pp. 171-5 above) as to her desire for a weak China, and 
with Japan's method of settling disputes in 1931 and since, to conclude 
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that she would resolve deadlocks by the threat, and if necessary the 
use, of force. Finally, this deduction is itself strengthened by the 
declaration of a Japanese member at the Yosemite Conference that he 
considered Japan might find it necessary to use force in certain circum- 
stances at any rate in Asia (see Chapter II). If the candour of this 
statement is to be welcomed, so too must equal credit be given to the 
wishes expressed by Japanese members for conciliation and the settle- 
ment of Sino- Japanese differences by peaceful means. But let both 
statements be accepted as equally sincere ; let the same be said of the 
pronouncements of the Chinese ; and even so it is not easy to discern 
how, if their countries' published doctrines and recorded actions are 
taken into account, effect is to be given to the hopes expressed on 
both sides. 

In conclusion, two extracts from statements by a Japanese member 
and a Chinese member respectively summing up the discussions may 
be quoted as fair illustrations of the fundamental difference in their 
attitudes towards the common problems and the future relationship 
of their two countries. The Japanese member spoke as follows: 
'There is a feeling that present conditions in China are due to Imperialistic 
Japanese policy. This disregards history. There are faults on both sides; 
the responsibility is shared by China and Japan and other powers as well. 
I feel that relations should be dealt with peaceably by the Japanese and 
Chinese governments. The Japanese nation is a very peaceful nation, 
and would solve all questions by peaceful means. But if at this point no 
amicable conversations can be held, if all powers unite to obstruct and 
encircle Japan, it becomes very serious. I know the temper of the Japanese 
people. 

'When the outside world talks as if Japan were a moral sinner there is 
danger that Japan will fight. I don't want that to happen. In my opinion, 
all other powers should leave Japan and China alone and encourage both 
parties to an agreement beneficial to both parties. 

'Mr. Arita seems to have the intention of doing that kind of thing. In the 
interests of peace in Eastern Asia, it is our own intention to do everything on 
our part to bring readjustment of these relations, as he said on May 6, 1936. 
The Japanese people all agree with the statement. "While it is only natural," 
Mr. Arita continued, "that all nations should try to safeguard their own 
interests, excessive ardour in that attempt often leads a country to disregard 
the positions of other. This is one of the prime causes of the universal unrest 
to-day. One cannot but hope that the statesmen of the world will give serious 
thought to this point as they address themselves to the task of readjusting 
international relations, political and economic." This is a sentiment we 
share. Practical steps suggested by Mr. Arita offer a wise programme for a 
delicate situation. If conciliatory policy had been followed in the earlier 
period [1929] all these events would not have happened.' 
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The Chinese summary of relations between the two countries was 
as follows: 

'As long as the two following feelings are held by the Chinese people, 
Japan can do little to aid China.' The first of these is the feeling that Japan has 
territorial designs upon China. The second is the feeling that Japan wishes to 
take all she can, but in reality give China nothing. Until Japan can convince 
China that she does not have such designs, there can be no programme of 
mutual aid between the two nations. Until the Chinese are convinced that 
the Japanese do not have designs, any action on Japan's part will be met 
by resistance on the part of China. 1 



CHAPTER V 

THE CHANGING BALANCE OP POLITICAL FORCES 

IN THE PACIFIC AND THE POSSIBILITIES OF 

PEACEFUL ADJUSTMENT 

THE NEW BALANCE OF POWER 

FROM the discussions of national policies and their effects in the 
Pacific one fact, at least, emerged clear and unchallenged. The 
existing system of diplomatic machinery has failed to prevent serious 
international friction which at any moment may culminate in open 
warfare. Whether the fault lay in the treaty structure itself or in the 
attitudes of the different nations to their treaty obligations was a matter 
on which opinion at the conference was divided. Some members thought 
that the shifts in the balance of political and economic power in the 
Pacific during the post-War period had been of such magnitude as to 
require a radical revision of the present treaty system. The majority, 
however, appeared to feel that there was ample treaty machinery in 
existence and that the real problem was how to make it function 
effectively. Opinion also differed as to the chief purpose of such a 
treaty system. To some members the most urgent need was for a 
system of collective security so strong that np single nation would dare 
to use forcible means to gain its ends. Others placed greater emphasis 
on the need for more effective methods of revising the status quo in 
accordance with the requirements of national growth and economic 
development. Still others insisted that any permanent system for 
preserving peaceful relations between nations must combine both these 
features. 

With regard to the chief sources of friction in the Pacific, some 
maintained that the basic trouble lies in the maladjustments of the 
internal economies of Pacific countries, particularly that of Japan, and 
that there can be no effective solution of the problem of collective 
security until far-reaching internal economic and social changes have 
been brought about in the major Pacific countries. Others believed 
that an equally important irritant is the inequality of opportunity 
among the countries of the Pacific, and that any attempt to make a 
country such as Japan readjust its internal economic system without 
some corresponding change in the policies of other countries vis-b-vis 
Japan would simply produce an explosion. 

A member of the International Labour Office traced the major 
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conflicts, not only in the Pacific but everywhere, to four processes 
or causes. 

'First, is the inequality in the rate of the economic and social development 
of different countries. Second, is the unequal rate at which different social 
groups within each country develop and with which they can influence 
national policies. Third, is the desire of each nation or country to obtain 
an increasing share of the world's goods whether of world trade, territory, 
political power, or cultural ascendancy. And fourth, is the indiscriminate 
and potentially or actually violent character of the methods used to achieve 
such ends. In more general terms, it is the differences in tempo of current 
changes, in their direction, in the inequalities of benefits derived, and in 
methods used that give rise to the threatening conflicts of to-day.' 

A leader of the Australian group warned the conference against confus- 
ing the idea of collective security with the maintenance of the status quo 
and the resistance to changes which are inevitable but which can and 
must be controlled in the interests of the world as a whole. 

'The main problem in the Pacific, as in other parts of the world, is change 
and the adjustment to change. Over the whole world the tempo of change 
has been rapidly increased so that the difficulties of adjustment are almost 
insuperable. . . . Old economic structures are found unsuitable and machinery 
which sustained large populations becomes inadequate. . . . The changes in 
the social structure are the product of the activities of millions of human 
beings, produced by separate will, and influenced by emotions and ideas 
which must work through these individual minds. The fallacy of an easily 
controllable world must be abandoned. Peaceful change, therefore, is not a 
matter of a prescription by an expert or the decision of a democratic body 
or the rescript of a dictator it must result from changes in human conduct 
on the part of large masses. . . . 

'The doctrine of collective security raises the question whether the desire 
for security is compatible with the necessity for change. The desire for 
security may be only the expression of resistance to change. . . . The fear of 
change is only less strong than the fear of pain. . . . Unless collective security 
is accompanied by some means by which change can be promoted and 
rendered safe, it may easily become a menace. ... In the present condition 
of the world, armaments dominate the scene ; they increase the resistance to 
change without reducing its necessity or tempo and hurry it on to calamity 

'Change cannot come without sacrifice. If the change is to be peaceful 
that sacrifice must be voluntary. A collective system in which the problems 
of the world are viewed as a whole and their meaning recognized, and the 
responsibility of making the changes necessary for peace is placed on the 
leading members without compulsion, is still a feasible system.' 

Though admitting the importance of devising procedures for the 
peaceful revision of the status quo when conditions appear to warrant 
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it, many members of the conference urged the greater importance of 
organizing an effective system of collective security. Unless there is 
some collective pooling of defensive power, weaker nations will be 
unable to resist changes in the status quo demanded by stronger nations 
for the enhancement of their national power or prestige. Without 
adequate provision for collective resistance against an aggressor, 'peace- 
ful change* might in reality come to mean the legalization of changes 
previously brought about by forcible methods. If aggression is to be 
prevented and peace preserved among nations, every country must 
be willing to participate actively in a collective system and assume its 
full share of responsibility in preventing the use of force by any single 
nation. 

The necessity of a universal organization for security and peace was 
ably voiced by the leader of the French group. 

'We live in a period of human history in which peace is nowhere secure, 
in which peace cannot be limited, in which we are unable to say that war 
may break out in one place and not in another. . . . Whether we wish it or 
not, in spite of the selfishness of one or the desire for tranquillity of another, 
peace is indivisible and hence peace must be spread everywhere and for 
everybody. 

'And it is this international necessity, this international obligation of 
guaranteeing the basis of peace, which expresses itself best in collective 
security. Collective security is the logical consequence of the indivisibility 
of peace. If the world is to have solid and enduring peace, there must be that 
kind of international order when all will rely on the effects of reciprocal 
agreements, ensuring the respect of international contracts. When it is really 
ensured that an aggressor, whoever he may be, once he has refused to submit 
the causes of his conflict to international jurisdiction, will see lined up against 
him the entire military, moral, financial, and economic strength of humanity, 
the risk of war will be made much less and armaments may be limited. 

'The task of organizing peace on the basis of collective security is not an 
easy one. Every one must have the courage to do his duty and take the risks. 
But this courage will necessarily come to those who are still hesitating, 
because it will guarantee their own interests. Willingly or not, under the 
irresistible pressure of reason or truth, under the imperious drive of the need 
of ensuring self-defence by mutual assistance, the peoples of good- will, the 
nations of peace, which are the immense majority of the planet, will have 
to unite their efforts to organize this collective security, which is the guarantee 
of all.' 

Such a system would not, in the opinion of its advocates, be synony- 
mous with resistance to change. It would, however, by massing a 
supremacy of power against an aggressor provide the essential basis 
for a system of 'peaceful change'. 
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There remained the difficult problem of securing agreement as to the 
types of change which should be provided for. What criteria are to 
determine the justice of one nation's demands for alteration of existing 
conditions ? Who is to judge, and who is to enforce that judgment ? 

The earlier discussions had disclosed a number of objectives which 
impel nations to seek and to resist changes in the status quo, e.g. to 
increase national power, either military or economic; to increase 
prestige and avenge slights to national 'honour'; to provide for the 
nation's growth with respect both to population-increase and industrial 
development; to enhance the country's economic welfare in time of 
peace. Though no precise classification of such objectives in terms of 
'justice' or 'legitimacy' was made, the views expressed during the dis- 
cussions indicated that a system of 'peaceful change' should be designed 
to meet demands based on the needs of national growth and economic 
welfare in time of peace. Changes demanded on strategic grounds, or 
for the attainment of economic self-sufficiency in time of war, on the 
other hand, can have no place in a system of 'peaceful change'. Such 
demands should be eliminated as essential objectives of national policy 
by the establishment of a system of collective security sufficiently 
strong to convince the most belligerent of nations that unilateral use of 
force will not be effective as a method for settling its international 
disputes. 

As a preliminary to the discussion of possible forms of diplomatic or 
other machinery which might combine the procedures of collective 
security with those of 'peaceful change', members of the conference 
sought to estimate the exact nature of the changes in the balance of 
power which have occurred in the Pacific and the effect of those changes 
on the treaty machinery already in existence. It was generally agreed 
that Japan's economic, military, and naval expansion had been the 
most conspicuous factor in upsetting the balance of national power in 
the Pacific. But there were many who believed that that balance was 
now shifting back to a more even equilibrium and that Japan had 
reached the height of her dominance in the Western Pacific in 1932. 
They pointed out that Japan's rapid expansion on the continent of 
Asia had been made possible because of the weakening of the western 
Powers, and of Russia and China, as a result of the World War and of 
internal revolutions. This had created a vacuum which offered no 
resistance to Japan's advance. But now the scene has changed. Soviet 
Russia is strong where once she was weak. The rapid industrialization 
of the Soviet Far East, together with improved transport facilities and 
military resources, have made the U.S.S.R. an Asiatic Power whose 
influence upon the Far Eastern situation is far-reaching. It was 
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generally felt, except by the Japanese, that the Soviet Union con- 
stituted a force making for peace and stability in the Far East, and that 
her increased armaments in that area had been forced upon her by the 
thrust of Japan's Manchurian drive and were not indicative of any 
hostile designs against her Far Eastern neighbours. Equally important 
in restoring a more even balance of national power was China's increas- 
ing unity and strength through the consolidation of the National 
Government's position and the intensification of nationalist sentiment 
under the spur of Japanese aggression. Finally, the American naval 
building programme and the strengthening of the British naval base 
at Singapore were considered by many as evidence that neither the 
United States nor Great Britain are prepared permanently to recognize 
Japanese hegemony in Eastern Asia. The present tenseness of the 
situation in the Far East may, therefore, be due to the fact that the 
momentum of Japanese expansion, so long unchecked, is now encounter- 
ing increasingly strong resistance which may yet force Japan to retract 
some of her more expansive ambitions and possibly precipitate a 
decisive clash between the forces of liberalism and aggressive imperialism 
within Japan itself. 

The failure of the treaty structure established by the Washington 
Conference to maintain a stable balance of power in the Pacific, or to 
provide for effective adjustment of the relations of the foreign Powers 
to China, was attributed to a number of factors. It was pointed out 
that the American Immigration Act of 1924 and the American Tariff 
Acts of 1928 and 1930 were distinctly contrary to the spirit, if not to 
the letter, of the treaties, and that other signatory states had similarly 
adopted policies designed to further their national interests rather than 
to promote collective action in adjusting their international disputes. 
Though it had been generally recognized that Japan's best solution 
for her population problem lay in speeding up her industrial develop- 
ment and, consequently, in expanding her foreign trade, the tempo 
and success of Japan's export drive in a few commodities had aroused 
alarm and hostility in those countries which saw their established 
markets invaded and their goods under-sold by a wide margin. The 
general resort to tariffs and quotas to shut out or restrict Japanese 
goods naturally evoked the feeling in Japan that 'collective security' 
as dictated by the 'satisfied' Powers in reality meant the maintenance 
of the status quo and a permanent denial to Japan of the chance for 
expansion and economic development. Economic pressure from abroad 
had thus reinforced the strategic and political arguments of those in 
Japan who maintained that her national destiny depended upon 
securing for herself a predominant place in Eastern Asia. In that area 
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at least, Japan was in a position to challenge the supremacy of Western 
nations and force them to grant her recognition as a major Power whose 
interests could not be thwarted or ignored with impunity. 

The Washington Treaties made no effective provision for dealing 
with Japan's economic needs or with her political and strategic 
ambitions. Equally important was the fact that the Soviet Union was 
not invited to attend the Washington Conference. Japanese members 
repeatedly stressed the fact that a treaty intended to adjust the 
relations of the foreign Powers to China and to protect China's terri- 
torial and administrative integrity was utterly inadequate to deal 
with existing conditions if the Soviet Union was not a participant. 
Other members pointed out that the growing strength of Soviet Russia 
had not only changed the balance of power in the Pacific but by 
raising the issue of the relative merits of the capitalist and socialist 
systems had also produced a conflict of tendencies in China which may 
have an important influence on the way in which the Chinese people 
attempt to organize their economic and social development. 

TREATY MACHINERY: LIMITATIONS AND POSSIBLE 
IMPROVEMENTS 

Following on this brief survey of developments under a system of 
power politics and intense nationalism, members of the conference 
turned to a more detailed consideration of the existing treaty machinery, 
and of what might be done to make it a more effective instrument for 
the regulation and control of international relations in the Pacific. 

The Nine-Power Treaty 

An American member listed the following points in regard to the 
Nine-Power Treaty: (1) There is no provision for denunciation. (2) It 
is open to all nations. Actually nineteen nations have become parties 
to the treaty to date. (3) The treaty sets up rules of action for countries 
to abide by. (4) The Japanese view is that because Japanese policy runs 
counter to the treaty it should be revised. (5) The treaty provides for 
full discussion by the signatories in case of a disagreement. Instead, 
the League was resorted to and the League's action did not prove 
effective. In his view this raised the question of providing new types 
of sanctions. A new treaty was not needed. What was needed were new 
methods for making the present treaty effective. 

Another member expressed the view that the signatories of the Nine- 
Power Treaty had never intended to take the steps necessary to imple- 
ment it. They had each pursued their own national policies and 
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interests. It so happened that Japan's recent policy had involved 
what appeared to be a more direct threat to China's integrity than had 
the actions of the other signatories, but the other Powers had also 
pursued policies designed to protect their special interests in China, 
rather than relinquish them as an aid in China's gaining independent 
control over her own economic and political development. They had 
similarly, in the tariff and immigration issues, pursued policies vis-d-vis 
Japan which could hardly be considered compatible with the spirit of 
the Washington Treaties. 

Japanese members maintained that Japan has not violated the Nine- 
Power Treaty and does not regard it as obsolete ; but that inasmuch as 
it appears to have lost its significance to some extent they felt it should 
be revised to meet existing conditions. They also pointed out that the 
treaty should be regarded in relation to the Resolutions which accom- 
panied it, most of which have not been fulfilled. 1 Chinese members 
denied that there was any relation between these Resolutions and the 
Nine Power Treaty. When pressed for a more precise definition of the 
changes which should be incorporated in the treaty, the Japanese 
members indicated that the exclusion of the Soviet Union from the 
original list of signatories deprived the provisions of the treaty of 
reality. They also raised the following points: (1) Will a new system of 
collective security contain obligations for China as well as for Japan ? 

(2) On the basis of what status quo will the new treaty be drawn up ? 

(3) What will be China's obligations to maintain the Open Door and to 
prevent provocative anti-Japanese activities ? It was clear that they 
felt that anti-Japanese activities in China constituted a definite viola- 
tion of the treaty in that they were 'inimical to the security of Japan'. 
Equally clear was the implication that Japan did not intend to relin- 
quish the strategic gains of her continental policy and that present 
Japanese leaders could not be expected to accept a new settlement 
which did not confirm her 'special position' in North China as well as 
Manchuria. 

In view of the obvious disagreement as to whether and how the pro- 
visions of the Nine-Power Treaty had been violated, it was suggested 
that the matter might be referred to the World Court for interpreta- 
tion. A Japanese member expressed the view that 'on a matter con- 
cerning the destiny of a State, no Government would leave the decision 
to outsiders' a remark which called forth the protest that as long as 

1 Japanese members appeared to refer particularly to Resolution No. 4 regarding the 
relinquishing of extraterritorial rights; Resolution No. 9 regarding the reduction of 
Chinese military forces; and Resolution No. 6 providing for the withdrawal of foreign 
armed forces in China. 
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a nation reserved the right to interpret a treaty in any way it wished 
when the question was regarded as vital, treaties became worthless 
when most needed. The Japanese member, however, felt that in the 
present state of the world no nation was likely to submit matters of 
vital importance to a third party for decision : 

'A world government is not yet established. No nation is in a temper to 
delegate its internal and external policies to a third party. Take Canada and 
the United States on the question of immigration. Would they let an inter- 
national body settle the affairs of their populations ? If a World State is 
established the United States must obey the orders of the Central State. The 
failure of the League lies in the fact that it is not obeyed by the member 
states. We must face this fact if we are to build up real peace. I did not say 
that Japan or any other country was unwilling to refer certain matters to 
a third-party decision. But there is a tendency in all countries, not only in 
Japan, to be unwilling to accept the decision of any outside Power on vital 
matters. People's loyalties are still to particular nations, not to humanity 
at large.' 

It appeared clear from the discussions of revising or revitalizing the 
Nine-Power Treaty that many members believed that its failure to 
preserve the integrity of China and maintain a stable situation in the 
Pacific was due to the absence of any effective means of coercion. In 
the opinion of a French member a regional pact of collective security 
was both possible and desirable in the Pacific. The Washington Treaties 
had established the framework for such a pact, but when they were 
not respected no coercive measures were possible. A regional pact 
should be formed of all interested parties, and if there were infractions 
all must take action with economic and financial sanctions. The trouble 
with existing pacts was that they are put into effect too slowly, too late, 
and with too little energy. A Chinese member strongly supported this 
suggestion : 

'The core of the problem of collective security in the Pacific is China. The 
Nine-Power Treaty should be reaffirmed and made effective, by supplement- 
ing it with economic sanctions. We should avoid military sanctions. We 
should devise some scheme of economic sanctions, with periodic conferences 
of Pacific Powers to provide opportunity for adjustments from time to time. 
The Nine-Power Treaty does not mean an insistence on the status quo. Its 
terms give leeway for consultation at intervals to provide the necessary 
elasticity. 

A New Regional Agreement 

The idea of a regional organization in the Pacific was developed at 
greater length by a member of the British group, who stated his 
personal views as follows: 
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'It has been generally agreed that there is still ample peace machinery, 
though it has failed to function. What are the causes of failure ? Of the 
League, surely the absence of membership of some of the greater and more 
important Powers which tends to make it selective rather than collective. 
Of the Pact of Paris, surely the absence of power to deal with an offender. 
Of treaties, surely the disinclination to respect the sanctity of treaties. In 
addition there has been a general refusal on the part of nations to submit 
disputes to arbitration. 

"Now, the League as constituted at present attempts to prescribe for the 
whole world, thereby imposing on each assenting member State an individual 
and collective responsibility, and incidentally an unlimited liability which 
may turn out to be a military liability or economic liability or both. The 
conception, based as it is on altruism, is good. Is it practical ? What can 
Ecuador know or care about affairs in Manchoukuo ? Why should the United 
States be implicated in the domestic squabbles of Europe ? How can Japan 
take a hand in the settlement of a dispute in the Dardanelles ? 

'In this matter of security, I suggest that the world is over-rationalized, 
and that consequently the machine has become unwieldy. Particular regions 
have their own particular problems, and particular States have particular 
interests in these problems. 

'My first suggestion, therefore, is that we should decentralize our existing 
organization and concentrate more on the idea of regional organizations 
call them Regional Leagues if you like composed of those Powers only which 
are immediately interested in the Region concerned. 

'My second suggestion is that in order to furnish the Pact of Paris with the 
requisite sanctions it should in some way be linked to the Regional Leagues. 

'Finally, in order that the Regional Leagues may obtain the support of 
the whole world, should they see fit to name an aggressor and to impose 
sanctions, they should be affiliated in some way to the main League at 
Geneva. 

'The idea underlying this proposal is : first, to provide the Pact of Paris 
with some weapon with which it can bring pressure to bear upon an offender ; 
second, to limit the military liability of members to the regions in which 
they have particular interests ; third, to ensure that in the event of aggression 
in any part of the world the full force of economic pressure of the whole 
world would operate against the offender as Public Enemy Number One by 
the stoppage of exports to the offender's country by every member of each 
Regional League, thereby limiting the liability of members, other than those 
forming the Regional League, to economic sanctions only. An organization 
along these lines could, I suggest, provide effective machinery for Collective 
Security. It allows, however, of no place for neutrals, and I contend that 
there is no basis for world peace so long as there can be neutrality when a 
crime is committed.' 

The discussions evoked by these proposals were concerned first 
with the technical difficulties involved and second with the more 
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psychological difficulties of reconciling the national policies of the* 
major Powers concerned with any system for collective action in the 
Pacific. 

On the technical side, the difficulty of defining regions was stressed. 
If regions were determined on the basis of geography plus interests, 
a number of European Powers would have to be included in the Pacific 
league. One member urged that to preserve peace a universal agree- 
ment was essential in order to fulfil the following functions: 

'1. Determination of Aggression. The League of Nations has machinery for 
determining the aggressor and this machinery worked. The Argentine anti- 
war treaty is open to all nations as a supplement to the Pact of Paris. The 
United States is a signatory and it has already been ratified by eighteen 
states, four of which are European. General ratification of this treaty would 
facilitate consultation by the United States in disputes in the Pacific. 
The United States is also a party to the Four-Power Pact in which she 
agreed to make consultation effective regarding aggression upon the insular 
possessions of the parties in the Pacific. In these two treaties the United 
States has agreed to consult regarding the determination of the aggressor. 

'2. Bringing of Moral Pressure. The non-recognition doctrine is a form of 
moral pressure but it must be universal to be effective. 

*3. Economic Sanctions. These must also be universal to be effective, if 
not hi embargoes then in non-interference. The United States is prepared to 
collaborate to the extent of maintaining a neutrality which would not inter- 
fere with economic sanctions of other nations. If she agreed concerning the 
aggressor, I think, from official statements and from practice, we have a 
basis for assuming that the United States would co-operate with the League 
in the points described/ 

He felt, however, that a regional league would have certain functions 
distinct from a universal league, in that military sanctions must in the 
nature of the case be regional. This view was questioned on the grounds 
that military action of a regional character would tend to weaken its 
force as a preventive measure, to which he replied, 

'States will not commit themselves to use force in distant areas. If 
sanctions are to have force they must be limited to those which will be 
carried out. Universal obligations to use nailitary sanctions would not work/ 

An Australian member questioned whether sanctions could be applied 
effectively in the Pacific : 

'The Pacific is an ocean, not a continent. Military force cannot be applied 
unless overwhelming force can be concentrated in a short time to deter an 
aggressor. Sanctions are only effective against nations which are not self- 
contained. The position in the Pacific could be easily stabilized if China were 
considered a stable community capable of meeting its own problems. There 
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is danger that the application of sanctions might create an attitude in China 
that she could be saved by other efforts than her own.' 

It was also urged that though regional pacts might be useful in 
effecting peaceful change, regional bodies should not put sanctions into 
operation until after the aggressor had been named by a universal body, 
otherwise the agreement would take on the character of a military 
alliance against some one Power. 

Far more serious than any technical difficulties of organization were 
the obstacles inherent in the policies of the principal countries con- 
cerned. Some of these were listed in a paper presented to the con- 
ference by the Canadian group as follows : 

'1. The widely differing cultures, conditions, and systems of government 
of the various nations in the area. 

'2. The lack of Chinese solidarity and the absence of a strong and generally 
recognized central government which can speak effectively for the whole 
country. 

'3. The dual nature of the Japanese Government, with the comparative 
independence of the military from the civil authority. 

'4. The rise of Japan to first-class rank, which has eliminated non- Asiatic 
naval power as a paramount factor in Eastern Asia. 

C 5. The consequent probability that any first-rate struggle in the area 
will be largely military, thus limiting effective participation to Japan, China, 
and the U.S.S.R. 

'6. The risk involved in the application of economic and long-range naval 
sanctions, because Shanghai, Hong Kong, the Philippines, and French Indo- 
China in effect represent European and American hostages given to Japan. 

4 7. The Japanese conviction that expansion is necessary to Japan's 
existence. 

k 8. The impact of economic nationalism upon Japanese industry, with its 
emphasis upon the necessity of retaining outside markets. (The converse 
of this should not be overlooked, viz. Japan's vulnerability to economic 
pressure.) 

'9. The opinion widely held in Japan that the political control of essential 
raw materials is a condition precedent to real peace. (This would make a 
regional pact difficult to attain unless it provided amply for modifications of 
the status quo to an extent which might nullify the usefulness of the pact.) 

'10. The "special position" of Japan as the paramount Power in Eastern 
Asia, which would have to be recognized, by implication at least, in any 
general agreement to which Japan was expected to be a signatory. 

'11. The comparative uselessness of agreements "without teeth" such as 
the Pact of Paris, as revealed by the Manchurian incident and other recent 
events, and the difficulty of putting "teeth" into an agreement because of the 
strategical considerations suggested in the fourth, fifth, and sixth points 
noted above. 
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'12. The non-recognition of Manohoukuo by the Powers other than Japan, 
which would preclude the inclusion of that state in a regional pact. 

'13. The probable disinclination of the United States to become a party 
to a regional pact. 

'14. The danger of a regional pact not concluded under the auspices of the 
League of Nations, and the difficulty, if not the impossibility, of concluding 
one under the auspices of the League so long as Japan and the U.S.A. are 
not members.' 1 

The discussions at the conference in general confirmed this Canadian 
diagnosis. A British member made the following statement on British 
policy in the Far East : 

'It is wholly in the interest of Great Britain to aid in stabilizing the 
situation in the Far East, but at present the British Government does not 
believe that conditions are suitable for such co-operation. It is attempting 
to find a basis a point where the minimum demands of Japan coincide with 
the maximum concessions which China is likely to make. No conference of 
the Pacific powers would be of use without its having a reasonable chance 
of finding a satisfactory solution ; a conference which fails is worse than no 
conference at all. Stabilization is necessary. Japan has been in a process of 
political expansion, and if she is in the middle of it, no stabilization by 
international agreement is of any use. If Japan contemplates a new treaty 
to replace the Nine-Power Treaty which she feels is not in keeping with 
existing conditions, does Japan feel that there is a reasonable chance of 
finding a lasting basis for equilibrium in the Far East ? This is a question 
for all Powers and not merely for Japan to consider. 

'It is a major interest of Great Britain to remain on good terms with Japan, 
while public sentiment in the United Kingdom is a guarantee against any 
attempt to make a settlement, just for the sake of settlement, at the expense 
of China/ 

A Chinese member expressed the view that no country is more 
interested in the question of possible peace machinery than China, but 
that, as the discussions progressed, he had come to feel that there was 
little likelihood of the establishment of Pacific peace machinery which 
would be acceptable to the Chinese people: 

'For this, the following conditions are necessary: (1) We want an inter- 
national framework in which the major powers, the United States, the 
U.S.S.R and Great Britain, as well as China and Japan will actively partici- 
pate. (2) This must be preceded by a lasting peaceful arrangement between 
the U.S.S.R. and Japan, because any war between them will inevitably 
involve China. (3) Such peace machinery must also be preceded by the 
removal or eradication of at least some of the fundamental causes which 

1 J. W. Pickersgill, International Machinery for the Maintenance of Peace in the Pacific 
Area, Canadian Institute of International Affairs, 1936. 
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produced the present Japanese-Chinese situation. There must be a cessa- 
tion of all aggression, subversive or otherwise. In order to eliminate anti- 
Japanese feeling, there must be a withdrawal of Japanese forces from China 
proper and from Inner Mongolia.' 

It seemed to him that there was a very slight possibility of these 
conditions being fulfilled, and he stated with some emphasis that if 
the peace machinery which was set up aimed at peaceful change in the 
sense of recognition of a status quo set up by force in violation of all 
peace machinery, the Chinese people were not interested. Furthermore, 
the success of any regional organization in the Pacific would depend 
upon the participation of the United States, which appeared most un- 
likely, judging from the present trend of American policy towards a 
programme of unilateral action in the Pacific and the strong sentiment 
in that country to keep out of war at any cost. 

Though American members were agreed that the participation of the 
United States in any form of collective system outside of the western 
hemisphere did not appear probable, they pointed out that if America 
ever did decide to take positive action in such a system, it would 
probably be in connexion with her Pacific interests. At present it 
appeared that the Administration was preparing for unilateral action, 
that is if the naval programme, the development of Pacific airways, 
and the encouragement of the Philippine defence programme could be 
interpreted as evidences of a definite Far Eastern policy. There was, 
however, the possibility that the United States Government will wish 
in the near future to take steps leading towards some form of neutrality 
agreement with regard to the Philippines. 1 It might be possible to fit 
a programme regarding the Philippines into a regional conference or 
pact and in this way enlist American interest in a collective effort at 
settlement of such problems as naval ratios, fortifications, Philippine 
neutrality, and the independent development of China. 

The Japanese Position. 

Japanese members steadfastly maintained their preference for 
bilateral settlement of outstanding issues and doubted the feasibility 
of a collective agreement until such bilateral settlements had been 
achieved. One Japanese member developed this thesis in the following 
statement regarding Japan's foreign policy towards Great Britain, 
China, and the Soviet Union : 

'My opinion as regards our relations with Russia, Great Britain and China 
is as follows : In regard to Russia, the two Governments have pledged their 
word that they would dispose of pending disputes in a peaceful way. The 

1 See Chapter I, p. 45. 
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local questions of fisheries and border lines can be peaceably settled by small 
conferences of the people immediately concerned. We are very much 
interested in the economic experiment being carried on in that area. Whether 
or not it is successful is vital to humanity at large. With regard to the 
political situation, the strong military force in Russia naturally concerns 
us. Russia's theory is that this military force is a stabilizing factor. Looked 
at not from the point of view of Russia or of Japan, there is no difference 
between the Soviet Army and the Japanese Army. When they are facing 
each other there is danger. It would be better for peaceful relations and 
highly desirable for the Russian people in view of their policy of live and let 
live, to remove the extraordinary concentration of forces from the border. 1 

'As to Communism in China, it would probably alleviate the situation if 
the leaders in the Soviet Union would use their influence to modify the in- 
structions of the Comintern to the Chinese Communist Party in order to alter 
their Japanese attitude. If this policy could be adopted it would ease rela- 
tions between China and Japan. We need a stable Government in China. 
That is a sine qua non of Sino- Japanese relations. To ameliorate the tense 
situation between China and Japan it is wisest for the two Powers to come 
to an agreement as soon as possible and for other nations not to discourage 
talks between the two. If other nations take the policy of encircling Japan 
or of encouraging dissension between Japan and Russia or Japan and China, 
it is the worst thing possible for peace. 

'Other nations have an economic interest in China and we must respect 
these rights and interests and must recognize the Open Door Policy. Friendly 
talks between Japan and China do not mean that the Open Door Policy will 
be scrapped. They are based on that policy. 

'The question of sudden economic dislocations for other countries in 
connection with trade competition must be met. It is reasonable for other 
countries to try to prevent such dislocations. But other nations should 
understand the necessity for a nation such as Japan to feed her people and 
to have an expanding trade. Ordinary technical arrangements, either by 
bilateral or multilateral agreement, can be employed to solve this problem.' 

It was suggested that if bilateral agreements were to be made the 
basis for a system of collective security, the provision in domestic law 
that contracts made under duress are not valid must be carried over into 
international law, as indeed many assert it has been by the wide 
acceptance of the Stimson Doctrine. There would be no objection to 
China and Japan negotiating a bilateral treaty if a system of collective 
security operated to ensure that China was not under duress. If 
Japanese troops occupy Chinese territory, and if the present Japanese 
policy in North China is continued, a bilateral treaty between the two 
countries would not be consistent with collective security. As for 
unilateral action, if one state dictates the decisions of another, on any 

1 For Soviet members' comments see Chapter III, pp. 131-2. 
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question which is not within its domestic sphere, the weaker may submit 
to the dictation without any overt use of force, but in the absence of 
a system of collective security, submission may nevertheless be under 
duress because of the existence of preponderant force, and the implica- 
tion that it will be used if necessary. 

To this a Japanese member replied that Japan would wilh'ngly join in 
a system of collective security, provided that her special circumstances 
are clearly understood. Japan's objection to the decisions of the League 
was its fundamental misunderstanding of her position. Japan wants 
a just decision, and majority decisions based on inadequate information 
are not always just. Another Japanese member interpreted the feeling 
of the average Japanese as follows : 

'The Japanese feel that Western countries are unfair in imposing the 
status quo on Japan and calling it "peace". Their whole conception of diplo- 
matic machinery and collective security is that it is simply a means to main- 
tain that sort of peace, and to that degree the Japanese people are against 
it. This doesn't mean that Japan would not participate in collective security 
if some machinery can be devised which provides for "peaceful change". . . . 
Japan has a legitimate desire to expand. What are the means by which a 
nation can legitimately expand ? Imperialistic advances are apparently out 
of date, but this is not understood by the Japanese people. The average 
reasoning of the Japanese people is that Great Britain and other great 
western powers have done it, why shouldn't we ? . . . The problem is not so 
much to determine the aggressor as to provide ample opportunities for the 
necessary expansion peacefully.' 

The views expressed by Japanese members may be summarized as 
follows: Japan supports the Open Door principle relative to China 
and is, in fact, eager that China should develop into a prosperous, stable 
country, friendly to Japan. She feels, however, that until an ti- Japanese 
movements are checked, China is guilty of violating the basic principle 
of the Nine Power Treaty. She also fears that other foreign Powers 
may seek to secure political influence in China under the guise of 
economic co-operation and commercial agreements. In view of her 
special geographical and industrial relation to Eastern Asia and its 
vital importance to her future development she feels it imperative that 
no such spread of foreign influence should occur, and would therefore 
wish to be consulted 'in an amicable way* by the Chinese Government 
before it makes any agreement with a foreign Power which might have 
political repercussions. This is in no sense a demand for the right to 
'veto' actions of the Chinese Government. It is merely a request for 
recognition of Japan's special position in Eastern Asia as compared with 
that of other foreign Powers. 



196 THE CHANGING BALANCE OF POLITICAL FORCES 

Chinese members, on the other hand, saw in the official pronounce- 
ments of Japanese policy a clear indication that Japan's ultimate 
objective was the complete economic and political domination of China. 
They felt that it was useless to expect anti-Japanese feeling to be 
eliminated or suppressed unless Japan ceased her aggressive methods, 
and withdrew her troops from China Proper and Inner Mongolia. They 
would take no interest in peace machinery which aimed at 'peaceful 
change' in the sense of a recognition of a status quo set up by force, and 
insisted that the basis for any new system of collective security should 
not be such as to reward the aggressor by legalizing the results of his 
aggression. 

Confronted by this obstacle, members from other countries were 
forced to recognize that it was useless to discuss the desirability of 
regional pacts enforced by sanctions unless one of two prior conditions 
appeared likely to be fulfilled. Either the Western nations must accept 
Japan's present policy of continental expansion, recognize Manchoukuo, 
and agree on some modus vivendi with Japan by which to preserve as 
much as possible of their existing rights and interests in the Far East, 
or they must collectively agree to bring pressure upon Japan through 
sanctions, forcing her to abandon her aggressive policy, give aid to 
China, and hope that this policy will discredit the forces now dominant 
in Japanese policy sufficiently to enable the more liberal elements in 
Japan to gain control. It might then be possible to reach a collective 
settlement which would offer real concessions to Japanese needs as 
well as a recognition of the principle of racial equality so vital to the 
Japanese people. 

Adoption of either of these two courses of action appeared highly 
improbable. Neither Great Britain nor the United States, two of the 
countries most immediately concerned, would, it was felt, be willing 
to commit itself to take forcible measures to restrain Japan. It 
appeared equally improbable that either country would give tacit 
approval to Japan's present course. The loss of prestige, the threat to 
American and British interests in China, and the harm to the principle 
of faithfully observing treaty obligations which such an action would 
involve, made it unthinkable that either government could seriously 
contemplate such a step. On the other hand, the likelihood that 
collective pressure on Japan would result in war was clearly recognized. 
It was also urged that by using force to protect China, and incidentally 
their own position in China, the Western Powers would be guilty of 
adopting the same tactics of aggressive imperialism for which they 
condemn Japan. Many believed that a policy of encirclement and 
sanctions would merely aggravate the resentment of the Japanese 
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people against what they already regard as a repressive and unjust 
policy on the part of other nations, and weaken rather than strengthen 
the influence of the more liberal elements in Japanese politics. There 
were some who felt that the continuance of the natural and gradual 
shift in the balance of power in the Far East may cause Japan to change 
her policies without direct collective pressure by other Powers. 

As an alternative it was urged that a conference of the Nine Power 
Treaty signatories, plus the Soviet Union, be convened and that prior 
to such a conference every effort be made to agree upon concessions 
which could be offered to Japan to convince her that the other nations 
of the world recognized the legitimacy of certain of her needs and 
aspirations, and were prepared to co-operate in working out methods 
for their satisfaction, provided Japan would agree to abandon her 
present policy and turn her attention to the improvement of her internal 
economy and to the peaceful development of her productive rather 
than her destructive powers. In this connexion it was emphasized that 
perhaps the most damaging consequence of Japan's recent policy in 
Asia has been to create a widespread lack of confidence in her willingness 
to observe treaty obligations. 

No precise definition of what political concessions would be regarded 
by Japan as an adequate recognition of her special position in Eastern 
Asia could be made. The question of her position in Manchuria was 
not discussed at length, although appraisals of recent developments in 
Manchoukuo, as well as of its dejure and de facto position in relation to 
possibilities of political adjustments in the Pacific, were given in a 
number of papers submitted to the conference. 1 In general the papers 
by Japanese authors stressed the rapid progress which has been made 
in stabilizing the economic development of Manchoukuo ; the currency 
reform ; railway development and other features designed to illustrate 
its economic progress. The other papers were more concerned with 
Manchoukuo' s international status, and also pointed out that the high 
costs and heavy responsibilities accruing to Japan as a result of 
Manchoukuo's establishment have not yet been counterbalanced by 
any substantial economic return. Strategic considerations were, in 
their view, the dominating factors of Japanese policy in Manchuria ; 
to support this claim they cited the fact that railway development, 
road and other communications, and industries of potential war 
value, namely iron and steel, oil, coal and chemicals, have been the 

1 See especially John R. Stewart, Manchuria since 1931, I.P.R. Secretariat, 1936; 
Chokuro Kadono, Development of Railways in Manchoukuo ; Kyoroku Yamanari, The 
Monetary Policy of Manchoukuo ; Kiyoshi Kanai, Economic Development of Manchoukuo, 
Japanese Council, 1936. See also, in part, G. E. Hubbard, The Far East 1934 and The Far 
East 1936, Royal Institute of International Affairs, 1936, and J. W. Pickersgfll, op. cit. 



198 THE CHANGING BALANCE OF POLITICAL FORCES 

enterprises on which most effort and often uneconomic effort has 
been expended. 

Neither Japanese nor Chinese members were in a position to admit 
the consideration of any withdrawal from their respective positions in 
regard to Manchuria. It was apparent, however, that until the issue of 
Manchoukuo was determined, there could be little chance of agreeing 
on a basis for any new treaty arrangements or for the establishment of 
a system of Far Eastern collective security. Some members appeared 
to think that such a settlement was not entirely out of the question 
should Japan become convinced that Chinese unity was sufficiently 
strong to make further aggression a difficult and expensive task. In 
this event, it was felt, Japan might withdraw from China Proper and 
content herself with consolidating her position in Manchuria. The 
omission of any specific mention of the return of Manchuria from the 
list of essential conditions as stated by a Chinese member (though such 
a condition may have been implied) was considered to offer some possi- 
bility that a basis for compromise could be found. Others pointed out 
that China would undoubtedly continue to demand the withdrawal 
of Japanese troops from North China and Inner Mongolia, and as these 
two areas are apparently essential to Japan's strategic plans in relation 
to the Soviet Union, the possibilities of compromise appeared remote 
in the extreme. 

SOME GENERAL CONCLUSIONS 

As will be seen from the foregoing review, the political adjustments 
proposed for the maintenance of peace in the Pacific were of three 
types. (1) Bilateral agreements for the adjustment of specific inter- 
national disputes. This form of treaty machinery was advocated most 
urgently by the Japanese members, who favoured the negotiation of 
such agreements between Russia and Japan and between Japan and 
China, prior to any attempt at a more general international agreement. 
(2) A general Consultative Pact and periodic conferences of the Pacific 
Powers, in order that possible causes of international friction might be 
discussed and eliminated or controlled before they reach the acute 
stage. (3) Some form of Collective Security Pact enforced by sanctions, 
which would provide definite procedures for bringing about 'peaceful 
change'. 

Though admitting the value of certain types of bilateral agreements, 
the majority of the conference continued to favour some more compre- 
hensive form of treaty machinery. The idea of a regional pact, enforced 
by sanctions against a declared aggressor, was considered by many 
members as both desirable and feasible. They advocated the establish- 
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ment of a system of collective action enabling national relationships 
to be adapted to changing conditions in such a way as to rule out 
unilateral use of force, and the right of any nation to be the judge of 
its own cause. Such a system would not mean a rigid maintenance of 
the status quo. It would, however, mean that changes in the status quo 
would be decided and enforced by the collective action of all participat- 
ing countries. It was recognized that for such a system to become effec- 
tive each nation must be willing to accept the common objective of 
world peace and prosperity ; must plan the adjustments necessary for 
that end ; and bow to the decision of the majority as to the actions which 
it should pursue, regardless of whether or not they were in accord with 
what it regarded as its essential needs and aspirations. As summed up 
by a Canadian member, 

'the essential prerequisites of a system of peaceful change are (1) that countries 
must make no reservations in their willingness to submit questions relating 
to national honour and " vital interests" to arbitration and must not resort to 
independent action; (2) that when the system is challenged, each nation 
must fulfil its obligations to bring pressure upon the aggressor state.' 

Another member urged that there must be a clearer understanding 
of the relation between the idea of 'peaceful change* and that of 
'collective security*. In his view an effective system of collective 
security was essential to provide the two conditions which ought to 
limit any system of peaceful change. First, that force ought not to be 
considered as a legitimate factor in peaceful change ; and, second, that 
a system of peaceful change ought not to recognize changes accom- 
plished by force in the past, as this would merely prove an incentive to 
further aggression. Others felt that as the present situation in the world 
is undeniably the result of past aggression on the part of many nations, 
any basis chosen for the establishment of a collective system would in 
some degree necessitate recognition of changes accomplished by forcible 
methods. In their view the more urgent and difficult problem was to 
agree upon criteria for determining what future changes in the status quo 
are desirable. It was pointed out, furthermore, that a system of 
collective security does not always rule out the use of force as a means of 
settling international disputes. The problem is rather one of replacing 
unilateral application of force by collective pressure in the interests of 
all nations concerned. If nations are to be effectively restrained from 
employing forcible means to gain their ends, an overwhelming supremacy 
offeree must be arrayed against an aggressor state. A collective system 
involving sanctions, therefore, means in reality the pooling of the 
forces of many nations in order to control and regulate changes in 
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the status quo according to previously approved methods. Whether the 
pact is regional or universal, the use of some form of collective pressure 
is essential. 

In addition to the difficulty of obtaining agreement on specific 
changes, three other major obstacles to the establishment of collective 
security in the Pacific were stressed. First, isolationist tendencies, 
particularly in the United States, made it unlikely that the American 
people would agree to incur the responsibilities of participating in any 
form of Collective Security Pact ; second, there was much public senti- 
ment in all countries against the application of military sanctions which 
might lead to war; third, almost all nations were still unwilling to 
submit questions of 'vital interest' to the decision of a third party 
or of a majority opinion. Though this attitude was most specifically 
stated by a Japanese member, it was agreed that it might be equally 
true in other countries and would undoubtedly act as a hindrance to 
the establishment of any system involving majority rule. 

From this analysis it appeared that technical difficulties such as apply- 
ing sanctions, determining the aggressor, and defining regional obliga- 
tions, great as they might be, were overshadowed by the universal 
unwillingness to renounce national interests and unlimited national 
sovereignty for the sake of a larger but less concrete objective the 
welfare of mankind. Because of this, many members urged that pro- 
posals for regional or universal systems of collective security are as 
yet too widely divorced from the political thinking of the average 
citizen of the countries concerned to have any practical significance. 
The will to peace and the willingness to sacrifice certain national 
interests for the sake of peace are far from being identical. To make 
them so requires a long and arduous process of educating public opinion 
in each country to an appreciation both of the benefits and the pre- 
requisites of peace throughout the world. Even more, it requires 
that nations which at present enjoy the benefits of past aggression and 
uncontrolled expansion shall give explicit evidence to others less 
favoured that, in return for abandoning the practices of imperialism 
which are no longer considered legitimate, the latter shall obtain fair 
opportunities to develop their national resources and to promote the 
economic welfare of their people. 

It is obvious that the discussions were not successful in the sense 
of providing immediately workable plans either for the enforcement of 
treaty obligations or the re-education of popular thinking in terms of 
collective instead of national action. They were, however, of definite 
value in that the implications of each of the solutions proposed was 
clearly realized, while the contact between groups of differing national- 
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ity and opinion aided in the development of a temper conducive not to 
collective action, but at least to better collective understanding. 

ECONOMIC IMPLICATIONS OF PEACEFUL ADJUSTMENT 

The difficulties experienced by the round tables in coming to any 
general agreement on methods of political settlement were a reflection 
and perhaps a result of the failure to reach conclusions on the parallel 
problem of economic adjustment. This failure was not due to any 
desire on the part of members to ignore or underestimate the impor- 
tance of the economic issues at stake. On the contrary, there was re- 
peated emphasis throughout the conference on the necessity for keeping 
these economic problems in view. Members from several groups were at 
pains to stress the need for two types of economic adjustment in parti- 
cular. First was the need for securing reforms or changes in the internal 
economy of most Pacific countries, especially in such matters as the 
regulation of foreign trade and investment, so that foreign policies 
and diplomatic machinery could really reflect and implement the 
dominant economic and social forces of the nation, instead of dis- 
guising or distorting these forces, as is so often the case. Second, 
there was the need in the conduct of foreign relations for the responsible 
authorities to see that new treaties or new diplomatic procedures were 
sufficiently in accordance with existing economic conditions to make 
possible a genuine and lasting political settlement, and not merely a 
short-lived and unstable situation doomed to lead only to further con- 
troversy. 

On the first of these types of adjustment reform of the national 
economy there was considerable discussion centred for the most part 
round the problem of Japan, where the difficulty stands out in bold 
outline. On the one hand were those who saw in Japanese commercial 
and political expansion only the inevitable results of an economic 
system where the dominant emphasis is on maintaining high levels of 
industrial and trading profits rather than on the building up of purchas- 
ing power and new tastes among the great mass of industrial workers 
and farmers. Holding this view, they could not put much trust in the 
efficacy of such palliatives as trade agreements, quotas, and foreign 
credits for the treatment of what seemed to them a fundamental defect 
in the economic order. For the same reason they were impatient with 
plans for guaranteeing certain nations access to raw materials or 
markets. 

On the other hand there were members who, without knowing exactly 
how adequate compromise adjustments could be made, felt strongly 
that there was justice in the claims of a country like Japan for special 
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opportunities to expand, and that to do nothing but wait for revolution 
or other slow-moving social forces to bring about the necessary changes 
in the national economy could only lead to disaster and further efforts 
at imperialist expansion. Even when they admitted the ultimate 
importance of developing the internal market of Japan and of raising 
standards of living, they believed that Japan to-day had a grave problem 
of providing for a rapidly increasing working population and that, 
for the present, the Japanese were compelled to rely heavily on their 
export industries and investments abroad as a source of national liveli- 
hood. To deny the Japanese adequate opportunities to develop their 
trade, shipping, and foreign investment would only tend to hasten a 
political and social crisis in Japan and to put ammunition in the hands 
of those Japanese who already advocated further territorial expansion. 

For those who feel this need for concessions to Japan, the phrase 
'economic implications of peaceful adjustment' has to do mainly with 
the problem of devising new forms of international consultation, new 
types of treaty, new procedures for treaty-revision which will take 
account not only of to-day's economic conditions but will provide for 
easy adaptation to changed circumstances without encountering the 
immovable obstacles of 'sovereignty' and 'national interest'. While few 
people have ventured to illustrate this point of view by concrete 
examples of what might be done, it is not difficult to envisage some 
types of international economic adjustment which might be tried even 
though up to now they have seldom gone beyond the stage of academic 
speculation. A political settlement in the Far East might, for instance, 
be accompanied by certain assurances to Japan of equal or favoured 
treatment in certain of her export goods in specified markets for a 
stated period, or by offers of foreign credits on advantageous terms, 
making it possible for Japan to reorganize some sections of her indus- 
trial life so as to concentrate more on the development of domestic 
buying power and less on the capture of foreign markets. Eventually 
it might even be possible in some cases to adopt the scheme suggested 
by an American member at the Banff Conference 1 and reduce tariffs on 
Japanese goods, or give them preferential treatment according to the 
degree to which the export industries concerned had been able to im- 
prove wages and working conditions for their employees. 

The question of economic adjustment in most Institute conferences 
has had three main divisions. They are particularly applicable to Japan, 
and it must be recognized that in practice most of the Institute discus- 
sions on this topic inevitably tend to be focused upon Japan just as in 
Europe they are upon Germany and Italy. First there is the population 

1 See Problems of the Pacific, 1933, p. 116. 
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problem the possibility of some machinery on an international scale 
for the direct relief of Japan's population increase by providing facili- 
ties for emigration, or at least by removing some of the more offensive 
provisions from the laws which now restrict Japanese immigration in 
many Pacific countries. Second is the question of access to markets 
equality of opportunity in trade the possibility of guaranteeing to 
Japanese traders that they will not have to face discriminatory or unfair 
restrictions in competition with other exporting nations. Third is the 
much discussed matter of access to sources of raw materials the possi- 
bility of giving assurances that Japanese manufacturers will not find 
themselves deprived of needed supplies of raw materials for industry 
because of governmental or other restrictions in the country of supply. 

At the fifth round table at Yosemite only the second and third of 
these questions received much attention. The lack of discussion on new 
types of adjustment in the field of population and migration was due 
partly to the fact that population increase as an internal problem of 
Japan was discussed earlier in the Conference 1 and that then as at pre- 
vious conferences no members seriously thought of emigration as a 
solution or even an effective palliative for the Japanese population 
problem. Partly also it was because members, whatever their views on 
the justice and social validity of the immigration restrictions in force, 
accepted the fact that for most of the countries concerned these restric- 
tions are part of a settled national policy about which discussion is now 
hardly profitable. There is, of course, no certainty that this view will 
always prevail ; it may be that for at least some of the 'empty' areas of 
the Pacific the question of opening them to colonization by Japanese 
will again be raised as an issue of practical politics. If the 'White 
Australia' policy is a closed matter, there may at least be further con- 
sideration of Japanese migration to the larger island territories of the 
Pacific Borneo, New Guinea, Mindanao, and Sumatra in particular. 

On the question of raw materials the two round tables which devoted 
most time to the topic were agreed on one point that there had been 
a vast amount of loose talk about the phrase 'access to raw materials', 
and that it was used to express several very different notions. 2 In time 
of war, when a nation had the greatest need for maintaining its raw 
material supplies, it seemed quite impractical to operate any plan of 
guaranteed access. Belligerent states would do everything possible 
to get control of all supplies and prevent the enemy from obtaining 

1 See Chapter II. 

9 The Conference had before it as a data paper the pamphlet Raw Materials and 
Colonies, originally published as an Information Department Paper of the Royal 
Institute of International Affairs. 
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them. To guarantee the right of a warring nation to secure essential 
raw materials would be as illogical and unlikely as to promise that its 
enemies' guns would not be fired. Even peace-time plans for access to 
raw materials, if made with an eye to filling possible war-time needs, 
could hardly succeed. If, as one British member put it, an international 
conference should reach an agreement regarding distribution of, and 
access to, raw material supplies on the basis of war-time needs, all the 
delegates would immediately race home and consult with their military 
and naval authorities on the measures to be taken to prevent the work- 
ing of the agreement they had just signed. As a war-time measure, in 
short, the problem of raw materials could not be separated from the 
general question of armaments. 

A possible exception to this was recognized in certain situations 
which might arise if machinery for collective action and the application 
of military or economic sanctions against an aggressor should ever work 
more effectively than it had in the Ethiopian crisis. In such a case it 
was possible to conceive of a plan for giving an active sanctionist nation 
some kind of guaranteed or preferential position in the raw material 
markets of other sanctionist or friendly countries. But in practice this 
would usually imply either financial assistance to purchase supplies or 
naval and military protection to transport them. 

The round tables also noted a further qualification in practice. It was 
argued that the sharp distinction between war-time and peace-time 
procedures was unreal. On the one hand was the fact that, though the 
question of raw material supplies is serious during the course of a war, 
it is also acute in the period before war starts, when nations are accumu- 
lating stocks, as seems to be the case in Europe to-day. Thus, if it is 
illogical to expect nations to guarantee one another's access to raw 
materials in war-time, it should also be equally illogical in the pre-war 
period for potential enemy countries to be allowed to secure abnormally 
large supplies of these materials for possible war-time use. But in 
actual life, where raw materials are sold for profit it was recognized that 
logic was not always the controlling factor in national policy, and that 
practically it was unlikely that the Netherlands Indies, Australia, and 
the United States to take a hypothetical case would refrain from 
supplying Japan with unusually large supplies of oil, wool, cotton, and 
scrap-iron, even though there was the strongest presumption that 
stocks were being accumulated for use in a war against, say, China or 
the U.S.S.B. The alarm which neighbouring European countries have 
expressed at Germany's efforts to build up war stocks has not pre- 
vented the traders of those countries from selling to Germany in the 
open market. How serious this matter of pre-war stocks may be was well 
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illustrated in the apparent failure of the sanctionist nations in the Ethi- 
opian dispute to secure correct estimates of Italy's existing supplies of 
materials. 

The case of Italy was used in the round table to illustrate a further 
difficulty about schemes of guaranteed access. Wars, it was said, are no 
longer declared, though bombs are dropped and troops are killed, but an 
aggressor nation might insist that any special arrangements to deprive 
it of supplies or guarantee them to the attacked nation would be re- 
garded as hostile acts and subject to retaliatory counter-measures. 

When they came to consider the problem of raw materials for 
ordinary peace-time purposes the round table members generally 
agreed that the problem is essentially one of improving the flow of trade 
in general. In the Pacific area, despite the existence of certain control 
schemes, there was no important case of a nation being thwarted or 
discriminated against in obtaining needed raw materials. There were, 
for instance, no special obstacles preventing Japanese importers from 
obtaining all the tin and rubber they could buy in British Malaya, or 
wool from Australia and cotton from the United States. Indeed, there 
were some cases, as a Soviet member pointed out, where Japan had a 
favoured position, as in the Soviet Pacific fisheries where she had treaty 
rights guaranteeing her supplies of a needed foodstuff. Similarly, by 
reason of her geographical proximity and special transport facilities, 
Japan already had a favoured and almost preferential position in such 
raw material areas as Manchuria, North China, British Malaya, and the 
Netherlands Indies. 

The real difficulty lies in the word 'buy', and it was on this point that 
Japanese members took issue. It was easy, they said, to argue that 
Japan could obtain all the raw materials she could pay for, but the only 
way, under modern conditions of trade, to find the means of payment was 
by the export of Japanese goods, or shipping services either directly to 
the raw material countries, or to third markets where the raw material 
countries had debts to settle. If, as in recent years, Japanese traders 
were prevented by tariffs and quotas from selling enough exports to get 
foreign exchange to pay for imported raw materials, then, in fact if not 
in name, they were being denied free access to raw materials. Since in 
many cases wool, tin, rubber, cotton, and hemp, for instance they 
could only obtain supplies from abroad, this meant that they had to 
intensify the effort to undersell their export competitors in proportion 
as trade barriers were erected against them. Australia furnished a good 
example. Japanese manufacturers needed and were eager to buy wool, 
but Australians, partly in order to protect local industries and partly to 
please certain English interests, maintained tariffs which prevented 
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them from buying anything like an equivalent amount of Japanese 
goods. In times of reasonably unhampered world trade, this unbalanced 
trade could, of course, be adjusted and offset through third markets 
where Japan had an export surplus, but with tariffs mounting every- 
where it was increasingly difficult to find such third markets, and again 
it became necessary to resort to intensified price competition. 

Thus, it was admitted by most members, the problem of access to raw 
materials is usually an aspect of the question of access to markets and 
of opening the channels of international commerce. Almost the only 
situation in which a separate problem of access to raw materials could 
be said to exist would be in the unlikely event that a nation having a 
practical monopoly over the supply of some raw material, such as tin or 
tungsten or rubber, would place a discriminatory embargo or high tax 
on the export of that commodity to another country which depended 
greatly on that source for its supplies. Except in war-time, an embargo 
seemed very improbable, and the only important case of an export tax 
which was, in practice if not in name, somewhat discriminatory to one 
country, was the ill-fated Stevenson rubber restriction, where the 
United States, as one of the chief consuming and non -producing nations, 
had to bear a great part of the burden of the artificially raised prices. 

In discussing the broader matter of access to markets the round table 
members attempted, not always successfully, to draw upon the informa- 
tion brought out in the earlier discussions on the trade problems of 
Japan and the United States. The object was to see how and to what 
extent the partial solutions adopted by those countries for the settle- 
ment of their trade difficulties, whether by reciprocal trade agreements 
or quotas or export control associations, could be modified and made 
applicable on an international scale as general methods of commercial 
adjustment. In practice the argument centred mainly about the view 
put forward by an English member that, accepting some form of 
trade restrictions as an unavoidable evil, most countries would find it 
better to restrict by means of a quota system than by a tariff. In par- 
ticular he advocated the type of export quota used in the schemes 
whereby Japanese exporters had voluntarily, by agreement with 
American interests, limited their sales to the United States. In such an 
arrangement a fair degree of stability could be achieved and business 
men in both countries concerned would know just where they stood and 
what their assured markets were. Stability would not necessarily mean 
absolute rigidity, as the quotas might be adjusted by agreement as 
occasion demanded. Restriction by tariff was less satisfactory, for the 
'restricted' exporters usually began to come in again, even over the 
tariff wall, and further increases in duties would then be demanded, lead- 



AND POSSIBILITIES OF PEACEFUL ADJUSTMENT 207 

ing to fresh irritation and further dislocation both in the volume of 
business and in the price structure. With a quota of the type adopted 
sometimes by the European iron and steel cartel, it would be possible 
for a country to decide on a fixed volume of imports, say a hundred units, 
and then assign these in fixed percentages or amounts to the principal 
countries of supply. Tariffs could then be reduced on these imports to 
a purely revenue basis without any element of protectionism. 

Japanese and other members deplored the fact that all such quota 
arrangements seemed to be based on restricting rather than expanding 
trade, which was Japan's chief concern. Even so, they were forced to 
admit that Japan, when she had been threatened with an increase in 
tariffs, as on electric lamps imported into England, had in fact preferred 
a quota arrangement as being presumably a lesser evil. Similarly, in 
reply to the objection that quotas were usually fixed only to satisfy the 
interests of the importing country and with scant regard for the ex- 
porter, it was shown that tariffs were also, and perhaps more, open to 
the same complaint. Moreover, Japan's experience with American and 
British rival interests had shown that it was possible to conclude agree- 
ments on quotas much more quickly and conveniently than any agree- 
ments on tariffs. 

It was generally acknowledged, however, that both tariff and quota 
agreements on specific commodities, to the extent that they had to be of 
a bilateral character, did tend to restrict the total flow of foreign trade 
and to crystallize the status quo so as to leave little room for needed 
expansion and healthy competition. One possible way to lessen this 
danger, it was suggested, would be to have quotas fixed, not simply for 
single commodities, but for a wide range of goods, so that competition 
could still take place within the various commodity divisions. The 
cartel quotas had worked reasonably well at times, though by no means 
always, for fixed capital goods, but it was not at all certain that they 
could be applied with success to other goods. A further method of 
reducing the bad effects of bilateral agreements would be to have these 
agreements linked to other parallel triangular arrangements for adjust- 
ing trade balances. An interesting example of this was to be found in 
the recent agreement involving Germany, Manchoukuo, and Japan 
(signed in May, 1936) whereby Germany agreed to admit imports from 
Manchoukuo to the value of 100 million yuan during the year with the 
proviso that if Germany's passive trade balance with Japan should 
exceed 63,750,000 yen, the excess should be made available for addi- 
tional German imports from Manchoukuo. 1 However, even this type of 

1 For details of the plan see Uyeda, The Recent Development of Japanese Foreign Trade, 
Japanese Council, Tokyo, 1936, p. 123. 
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compromise agreement was not always a satisfactory or universally 
acceptable solution. A Canadian member with his own country's 
position in mind urged that a quota system tended to be of special 
benefit to manufacturers for the home market, since, with the volume 
of imports fixed, their own position is more predictable and certain. In 
particular, a quota system is specially favourable to a highly organized 
industry as opposed to small scale or poorly organized enterprises, and 
indeed is an encouragement to monopolistic production. Secondly, it 
had to be recognized that the proposal to put import tariffs on a revenue 
basis after adopting a quota system would not only have adverse 
effects on the national budget but would also be a kind of gift to the 
foreign merchant sending goods into the country. Since, under the 
quota, he would be assured of a fixed volume of goods being admitted, 
there would be no incentive for him to reduce his prices by the amount 
of the tariff reduction, and he would in fact simply receive as extra 
profit the revenue that formerly went to the Government. Third, it had 
to be recognized that quotas, because they eliminate most of the com- 
petition in price, may not be beneficial for countries like Canada or 
Australia, which export primary products and import manufactures. 
In time of depression it is practically impossible to fix or maintain 
prices of raw material staple goods such as wheat or wool, and such prices 
usually fall much more than industrial prices. If price reductions in 
these industrial goods are still further delayed or prevented by the 
existence of quotas, the raw-material exporting nations will be the 
chief sufferers. For the consumer in such countries, whether one con- 
sidered the Javanese peasant or the Canadian farmer, foreign price 
competition in manufactured goods was by no means an evil but in 
some ways a mitigating factor in the depression period. And thus in 
the economic as in the political sphere the effort of the round table to 
find adequate forms of peaceful adjustment ended with the members 
confronting the fundamental dilemma of deciding what type of world 
society and economy was to be made the end of national policy and 
international negotiation. 
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TRADE AND TRADE RIVALRY BETWEEN THE 
UNITED STATES AND JAPAN* 

WILLIAM W. LOCKWOOD, JR. 

Research Associate, American Council, Institute of Pacific Relations. 
INTRODUCTION 

THE PAST five years have witnessed a radical alteration in the bal- 
ance of political and economic forces in the Pacific. Coincident 
with Japan's political thrust on the continent of Asia has come an 
economic outreach in world markets which has produced significant 
changes in her position in the world's economy. These events, in turn, 
have reacted upon economic and political tendencies in the United 
States. They have also evoked widespread discussion concerning 
American policy in the Far East its proper objectives, and the pro- 
cedures best calculated to attain those objectives. 

Since 1931 the opinion has gained ground in certain quarters in the 
United States that the extension of economic opportunity for American 
capital and American goods may be menaced by the political and 
economic expansion of Japan. This expansion is held in certain quarters 
to constitute a growing blight on the commercial interests of the United 
States. Japan's conquest of new export markets, extending to all 
quarters of the globe in the case of textiles, has occasioned a fear of 
important adverse effects on the export trade and the domestic market 
of American industry. Again, there is apprehension that the extension of 
Japan's political hegemony on the continent of Asia means the closing 
of the door of economic opportunity to American traders and investors 
in what is still widely conceived, rightly or wrongly, to be the great 
potential market of the future. Finally, there are many who see in 
Japan's efforts to dominate China the laying of a powder train which 
will precipitate prolonged conflict and probably social revolution in 
China and Japan all of which would bode ill for Western commercial 
and financial enterprise in this area. 

In view of these developments, it is a matter of some importance to 
understand the nature of trade and trade rivalry between the United 
States and Japan. For among the countries of the Far East it is only 
Japan that has undergone sufficient industrialization to offer much 
competition to American factories. This competition has already evoked 

1 Revised and slightly abbreviated from the original data paper. 
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an emotional response in the United States reminiscent of the alarums 
in pre-War England over the German 'trade menace'. 

Yet, characteristically enough, Japan now occupies a preponderant 
place in American trade with the Orient. Of total American imports 
from Eastern and Southern Asia (including India) Japan supplied 26 per 
cent, in 1935. Of total exports from the United States to that area she 
took as much as 57 per cent. The importance of the Orient in American 
trade has doubled since 1911-15 in the case of imports and tripled in 
the case of exports. In 1935 it supplied 29 per cent, of the former and 
took 16 per cent, of the latter. With silk prices remaining at low levels, 
Japan's share in American imports from Asia has declined of late ; but 
her relative importance as a market for American goods, as measured 
by export values, has recently increased until in 1935 it was approxi- 
mately four times that of either China or the Philippine Islands, the 
two countries next in importance in this region. As a matter of fact, it 
exceeded that of the whole of South America. Thus, even discounting the 
abnormal circumstances of last year, the export interests of the United 
States are now bound into the economy of Japan more than of any other 
Far Eastern country, while for Japan the dependence is even greater. 1 

During the past six years these economic ties have undergone a 
marked change in character, though in some degree the shift is prob- 
ably of only temporary duration. The most dramatic elements in this 
change have been the decline in the value of American silk purchases 
and the expansion of American cotton sales in Japan. The one reflects 
the severity of the depression in the United States and the steady 
development of rayon ; the other has accompanied the rapid growth of 
the Japanese cotton industry with its attendant repercussions on com- 
petitive textile industries abroad, including that of the United States. 
These are not two independent variables, it should be observed. The 
first stands in a significant causal relationship to the second, as will be 
shown later. Moreover, this disruption of the economic status quo has 
contributed powerfully to the upset in the post- War political equili- 
brium in the Pacific, such as it was. It is thus apparent that recent and 
future developments in these economic relationships involve the well- 
being of large sections of the agrarian and industrial populations of 
both countries in an important degree. 

Public response in the United States to the expansion of Japanese 
trade has been varied, depending on the nature of the group interests 
affected. A large section of the public has remained indifferent, if not 
oblivious. Various business interests have expressed concern over 

1 For a general description of American trade in the Orient see Miriam S. Farley, 
"* America's Stake in the Far East. I : Trade/ Far Eastern Survey, New York, July 29, 1 936. 
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Japanese competition, especially as it has appeared in the American 
market, ranging from vague worry to emphatic appeals for govern- 
ment aid in the case of the cotton textile industry. Proponents of ' Buy- 
Americanism ' have made effective propaganda for their cause out of 
this alleged threat to the American standard of living. The Hearst press, 
for example, has industriously inflated the 'Japanese menace' with 
graphic accounts ' of darkened American factories, of poverty and despair 
in homes of honest, able workmen a story of cunning Oriental 
subtlety spreading ruin while Brain Trusters talk of Trade Balances.' 1 

These are by no means representative opinions. By and large, how- 
ever, there is little doubt that the issue of trade rivalry has aroused a 
good deal of public apprehension and has also served to sharpen the 
general suspicion and hostility directed against Japan for her im- 
perialist policy in Asia. Moreover, the question has assumed even 
wider significance when, as has sometimes been the case, the pressure 
of Japanese competition has furnished ammunition for attacks on 
various measures of the New Deal: A.A.A. processing taxes on cotton, 
wage-raising provisions of N.R.A. codes, and especially tariff reduction 
under the Trade Agreements Act. 

In the South, where Japanese cotton purchases for several years 
offered the only bright spot in an otherwise dismal foreign trade outlook, 
sentiment concerning Japan has naturally been more friendly. The 
Roosevelt Administration, as well, has sought to allay the hue and cry 
over Japanese competition as it appeared in the domestic and foreign 
markets of certain American industries. In the realm of diplomacy 
agitation over Japanese competition was an unwelcome complication of 
diplomatic relations already strained ; in economic policy, higher pro- 
tection against Japanese goods was directly counter to Secretary Hull's 
tariff reduction programme and, in addition, ran the risk of retaliation. 
Import restrictions were imposed, it is true, in a few cases where in- 
creasing shipments of competitive goods from Japan followed upon the 
depreciation of the yen. But, in general, the official attitude has been 
one of minimizing and seeking to restrain by informal negotiation any 
threatened invasion of American markets by Japanese exporters. 

CONTRASTS IN THE FOREIGN TRADE OF THE UNITED 

STATES AND JAPAN 
Course of United States Trade. 

Since the year 1929 both the United States and Japan have suffered 
a major economic collapse, followed by a measure of recovery. In the 

1 Of . an extensive series of articles in the Washington Herald and other Hearst papers, 
April 1035. 
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United States the national income measured in current dollars declined 
about 40 per cent, between 1929 and 1932 ; industrial production was 
cut almost in half; and farm prices and income declined by more than 
one-half. The collapse of American foreign trade was especially severe. 
As in domestic trade, credit expansion had played a large part in build- 
ing up the record levels of 1 929, and now the cessation of foreign lending, 
the piling up of trade barriers, and the break-down of credit and cur- 
rency structures brought a general demoralization of international 
markets. By 1932 the foreign trade of the United States had sunk to 
less than one-third its 1929 value, something like a half of this decline 
being attributable to the fall in prices. 

In the recovery which pursued its halting way from 1933 to 1936 
foreign trade participated unevenly, but substantially on the whole. 
The policies of the New Deal worked at some points to expand trade, 
elsewhere to check it. Dollar devaluation, for example, probably 
tended eventually to stimulate the volume of exports at the expense of 
imports. Reciprocal trade agreements accomplished small reductions 
in the two-way barriers blocking trade recovery. By and large, how- 
ever, we may accept the statement that the Roosevelt Administration 
in its first three years concentrated on domestic recovery. 

Even currency depreciation was undertaken primarily to facilitate 
domestic reflation. Its effects on foreign trade were overlaid by the 
force of several policies working in other directions : crop curtailment 
and loan programmes, fortuitously reinforced by a series of severe 
droughts ; price increases instituted by industry under the regime of 
N.R.A. and continued after its demise ; inflationary government spend- 
ing ; and, finally, the silver purchase programme with its disastrous reper- 
cussions on the China trade. 1 

Japan's Export Boom. 

In Japan the year 1932 marked the turn from industrial and financial 
depression, which had deepened steadily in the preceding two years 
with the impact of world depression and the Government's retrench- 
ment policy. Aided by a conjuncture of favourable circumstances, 
many of Japan's export industries, with the notable exception of raw 
silk, made rapid advances. In fact, a substantial share of the recent 
high level of profits and prosperity in Japanese industry, as distinguished 
from agriculture, has been based on foreign trade expansion. In most 
other countries, by contrast, recovery has been primarily 'nationalistic ' 

1 For a discussion of the trade agreements programme and related policies of the 
New Deal see William W. Lockwood, Jr., The Foreign Trade Policy of the United States 
(American Council, 1936). 



UNITED STATES AND JAPAN 215 

that is, it has proceeded amid a general stagnation of international 
trade and lending. But in Japan, as elsewhere, huge outlays from the 
public purse, especially on armaments, have been an important prop to 
industrial recovery. 

The factors associated with Japan's successful drive in foreign 
markets cannot be examined here at length. It is generally agreed that 
low wage levels, further depressed by agrarian distress, and coupled 
with intensive rationalization in the organization and production 
technique of numerous industries, have played an important part. 
Exports have also been stimulated by a net outward movement of loans 
and remittances, chiefly in connexion with military and industrial enter- 
prise in Manchuria. But the spectacular character of export gains is 
probably attributable primarily to the precipitous decline of the yen. 
This followed directly on the transfer crisis precipitated in 1931 by the 
inopportune attempt to return the yen to its old gold parity and to 
maintain it there jufet as the collapse of the American silk market, the 
reduction of merchandise exports to China, and a net outflow of capital 
cut away the credit balances upon which the exchange market had pre- 
viously relied. 

Since November 1931 the yen has lost about two -thirds of its former 
gold value, most of this drop occurring in the first year. Despite con- 
current depreciation elsewhere, the competitive advantage thus afforded 
Japanese goods in foreign markets has commonly been substantial, 
particularly in foreign markets where reduced purchasing power has 
placed beyond the reach of many consumers the higher-priced, even if 
better-quality, goods of competitors. At the same time, currency depre- 
ciation, while it forced up the prices of imported raw materials as time 
went on, did not thereby produce an equivalent rise in total costs of 
production of exportable goods. The level of costs was thus abruptly 
lowered relative to that of foreign competitors, while the international 
adjustments of prices, costs, and exchange rates, which might have been 
expected, other things being equal, to limit the resulting dislocation in 
world markets, either failed to appear or proceeded slowly and with 
difficulty. Japanese exports have recently attracted widespread atten- 
tion, however, less from their rate of expansion as a whole than from 
their dramatic spread into relatively new lines of trade and foreign 
markets. 

Foreign Trade Comparisons. 

If we compare changes in the dollar value of American foreign trade 
with changes in the yen value of Japanese trade (Table 1), we find that 
in the two years following 1929 the foreign trade of the United States 
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TABLE 1. FOREIGN TRADE OF THE UNITED STATES AND OF JAPAN 
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Yen 


Yearly 
Average 


United States 
(millions of dollars) 


Japan 
(millions of yen) 


Exchange 
Rate 

(cents 


or Year 


Imports 


Exports 


Balance 


Imports 


Exports 


Balance 


per yen) 


1921-5 


3,450 


4,397 


-1-947 


2,103 


,690 


-412 


45-37 


1926-30 


4,034 


4,777 


4-744 


2,103 


,925 


178 


47-29 


1929 


4,399 


5,241 


+842 


2,216 


2,149 


- 68 


46-10 


1930 


3,061 


3,843 


+782 


1,546 


,470 


- 76 


49-39 


1931 


2,091 


2,424 


+334 


1,236 


,147 


- 89 


48-85 


1932 


1,323 


1,611 


+288 


1,431 


,410 


- 21 


28-11 


1933 


1,450 


1,675 


+225 


1,917 


,861 


- 56 


25-65 


1934 


1,655 


2,133 


+478 


2,283 


2,172 


-111 


29-72 


1935 


2,047 


2,283 


+236 


2,472 


2,499 


+ 27 


28-71 


Jan. to 
















Aug. 
















1935 


1,340 


1,369 


+ 29 


1,703 


1,594 


-109 


28-68 


1936 


1,550 


1,512 


- 38 


1,884 


1,670 


-214 


29-14 



Sources: Statistical Abttract of the U.S., Financial and Economic Annual of Japan, and other official 

sources. 

fell by more than one -half and that of Japan by something less than 
one-half. By 1935, however, Japanese trade had risen to exceed its yen 
value of 1929, despite a tremendous decrease in the value of raw silk 
exports, while that of the United States was still more than 50 per cent, 
below its 1929 value. But this comparison of yen and dollar values is 
influenced by the relatively greater depreciation of the yen, which had 
meanwhile lost about 58 per cent, of its former dollar value. In terms 
of current dollars, Japan's imports and exports in 1935 had not regained 
their 1929 level but were still almost 30 per cent, below, as compared 
with a reduction of about three-fifths in the case of the United States. 

Ready generalizations concerning the relative magnitude of Japanese 
and American foreign trade to-day are of little value. Total values may 
be compared, of course, and we find that in 1935 the trade of the United 
States was still about three times the value of Japan's trade in the case 
of both imports and exports, measured in dollars. But these totals repre- 
sent quite different lists of items. So great is the contrast between 
Japan and the United States in resources and aptitudes that few com- 
modities bulk large in the trade of both countries. It is true that in both 
cases raw materials constitute the largest class of imports and finished 
manufactures the largest among exports. Japanese trade, however, is 
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much less diversified. Despite growing exports of miscellaneous manu- 
factures of wide variety, textiles still overshadow all other classes. 
Thus, in 1935 raw silk contributed 15 per cent, of the value of Japan's 
exports, cotton piece goods 20 per cent., and other textile products 
another 23 per cent. 

It is chiefly in cotton piece goods that American exporters have experi- 
enced increasingly keen competition from Japan in third markets ; but 
even this item accounted for only 1-5 per cent, of the total value of 
United States exports in the years 1925-9. In addition, we may list a 
few other competitive lines of trade for example, canned fish, con- 
densed milk, rubber footwear, toilet preparations, electric lamps, 
enamelled ware and cutlery, table glassware, and a few types of chemi- 
cals and machinery. 1 None of these items, however, is of quantitative 
significance in the total export trade of the United States. 

Preponderance of the United States. 

Notwithstanding this dissimilarity, it may be worth while to observe 
the aggregate value of Japanese and American commerce in different 
areas, if only to dispel the notion that Japan has rapidly outdistanced 
the United States in the magnitude of her foreign trade. Table 2 pre- 
sents the trade of the two countries by continental regions in 1935, ex- 
cluding from regional totals the direct exchange of goods between the 
United States and Japan. As explained in the footnotes to the table, the 
comparison is only approximate. But the preponderance of the United 
States is striking, even in certain areas where Japanese trade has recorded 
rapid gains. When direct trade between the two countries is excluded, 
American trade exceeds that of Japan in every case except exports to 
Asia, which takes over half of Japan's exports, and imports from Oceania 
(chiefly Australia), where Japan buys most of her wool. So great were 
American exports to Europe, even at the reduced level of 1935, that they 
exceeded in value the entire export trade of Japan by as much as 43 
per cent. The bulk of American exports, in fact, has long gone to 
Europe and to Canada and Latin America, where Japanese trade is still 
comparatively unimportant. 

The export trade of Japan, on the other hand, centres in Asia and 
the United States. Her much -publicized and dramatic gains in Latin 
America and elsewhere have modified this fact in only slight degree. 
Let us take, for example, the case of Chile. Japan's exports to that 
country jumped 2,500 per cent, in yen value between 1932 and 1934. 
This is a startling rate of increase. Chile became Japan's third largest 

1 Cf. United States Tariff Commission, Recent Developments in the Foreign Trade 
of Japan, Report No. 105, Second Series (Washington, 1936), p. 68. 
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TABLE 2. FOREIGN TRADE OF THE UNITED STATES AND JAPAN, 1935.* 
(values in millions of dollars) 





Exports from 


Imports into 


United States 


Japan 


United States 


Japan 




Per 




Per 




Per 




Per 




Value 


Cent. 


Value 


Cent. 


Value 


Cent. 


Value 


Cent. 


Total 


2,282 


100-0 


717 


100-0 


2,047 


100-0 


704 


100-0 


Europe 
North America! . 
Central America, 


1,028 
330 


45-1 
14-4 


75 
2 


10-5 
0-3 


599 
293 


29-3 
14-3 


101 
15 


14-2 
2-1 


Mexico, and the 
West Indies . 


202 


8-8 


10 


1-4 


202 


9-8 


2 


0-3 


South America . 


174 


7-6 


21 


2-9 


281 


13-8 


12 


1-7 


AsiaJ 
Oceania . 


174 

74 


7-7 
3-2 


374 
27 


52-2 
3-8 


452 
26 


22-1 
1-3 


250 
71 


35-4 
10-1 


Africa 


96 


4-2 


53 


7-4 


41 


2-0 


20 


2-8 


Japan 
United States . 


203 


8-8 


154 


21-4 


153 


7-4 


23 


33-0 



* To make the comparison of imports more accurate, a correction should be made for the fact that Japan's 
Import values include insurance, freight, and other shipping -charges, while those of the United States art* 
f.o.b. port of shipment. If this were done, Japanese imports would be smaller relative to those of the United 
States. Other sources of minor inaccuracies need not be detailed, for they do not affect the validity of those 
broad comparisons. 

t Excluding Mexico and the United States. 

$ Excluding Japan. 

The discrepancy between the figures for Japanese imports from the United States and United States 
exports to Japan arises chiefly from the fact that the former represents c.i.f. values, and the latter f.o.b. 

Sources: Monthly Summary of the Foreign Commerce of the United State*, December 1035 ; Monthly Return 
of the Foreign Trade of Japan, December 1035. Yen values converted to dollars at the average exchange rate 
for the year, 28 71 cents. 

market in South America. Yet the total value of this trade after the 
increase was only equivalent to $2-2 millions one-fifth of exports from 
the United States to the same market, 0-3 per cent, of Japan's total 
exports. Moreover, the Japanese trade boom in Latin America tapered 
off rapidly in 1935. While the yen value of exports to this area more 
than doubled in 1933 and in 1934, it increased only 4-4 per cent, in 1935. 
At the same time, United States exports to Latin America, which were 
eleven times the value of Japanese shipments in 1934, increased 17 per 
cent, in 1935. 

As previously noted, these comparisons are concerned merely with 
value totals. In certain items of trade, especially in textiles, Japan 
predominates. Moreover, dollar conversions like those above fail to 
represent adequately year-to-year changes in the relative volume of 
shipments from the two countries, for the prices of Japanese exports, 
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in terms of dollars, have commonly fallen farther than those of American 
exports. 

Yet it is obvious that while there have been gains, both absolute and 
relative, in Japan's foreign trade as a whole, it is still small and in some 
areas negligible by comparison with that of the United States. Another 
basis for judging the magnitude of Japanese trade is afforded by the 
estimate that it represented 3-3 per cent, of the trade of the entire world 
in 1934, as measured in gold values. Of total world exports of manu- 
factured goods alone, Japan's share was roughly 5 to 6 per cent., 1 about 
two-thirds of this being attributable to textile manufactures. Viewed 
in this perspective, Japan's widely publicized industrial 'challenge* 
assumes its proper proportions. 

Competition in the Philippines. 

It is in Asia, and especially in China and the Philippine Islands, that 
Japanese manufactures offer the keenest competition to American 
goods. Of total Philippine imports, Japan has supplied a little more than 
9 per cent, in most years since the World War. Her share fell to 7*8 per 
cent, in 1932 as a result of the boycott instituted by Chinese shop- 
keepers, who at that time handled about half the retail trade of the 
Islands. This setback led to the organization by Japanese importers of 
branches and subsidiaries and the encouragement of other Japanese 
retail shops to distribute Japanese goods. By the end of 1935 a third 
of the retail trade of the Islands was estimated to be in Japanese hands, 
as compared with a fifth in 1932, and Japan's share in the import trade 
had mounted perceptibly. 2 

This Japanese commercial advance has taken place at the expense of 
United States exports in certain lines, notably textiles. Cotton, silk, and 
rayon goods made up as much as 62 per cent, of Philippine imports 
from Japan in 1934. In cotton piece goods, the leading item, Japan 
supplied 58 per cent, of the market in the first eight months of 1935, 
while the American share, which had amounted to 57 per cent, in the 
years 1930-3, dropped to 38 per cent. This led in October 1935 to the 
conclusion of an agreement between the United States and Japan limit- 
ing shipments of cotton textiles from Japan to the Islands for a period 
of two years beginning August 1, 1935. In addition, increasing amounts 
of Japanese canned fish, condensed milk, flour, enamelled utensils, 

1 Based upon data in League of Nations, Review of World Trade, 1934 (Geneva, 1935), 
pp. 16, 27. Japanese exports of manufactures doubled in quantity from 1931 to 1934, 
according to rough estimates of the League Secretariat (p. 63). 

* J. Bartlett Richards, Japanese Competition in Philippine Import Trade, U.S. Bureau 
of Foreign and Domestic Commerce, Division of Regional Information, Special Circular 
No. 349, November 30, 1935. 
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toilet preparations, rubber footwear, and a few types of chemicals and 
machinery have entered the Philippine market in competition with 
similar American goods. 

The sum total of Japan's share in the total Philippine import trade, 
however, does not yet bulk large. Nor has its increase served to reduce 
perceptibly the dominance of duty-free imports from the United States. 
American exporters during the past four years have supplied over 64 
per cent, of total imports, as compared with an average of 62 per cent. 
over the sixteen years (1919-34) following the World War. Exports 
from the United States to the Islands, while only 2*3 per cent, of total 
American exports in 1935, constituted 63*6 per cent, of Philippine im- 
ports during the year, as contrasted with the 14*2 per cent, contributed 
by Japan. To judge by statistics for the first half of 1935, in all the main 
import commodity groups, excepting textiles, fish, and vegetables, 
American goods still preponderate overwhelmingly in comparison with 
Japanese goods. 

This preponderance is attributable in large degree to the Closed Door 
policy of the United States, which has established American products in 
a preferential position. Were Japanese business men able to compete on 
equal terms, there is no doubt but that Japan's share of the trade would 
advance rapidly. Consequently, the future distribution and magnitude 
of Philippine foreign trade depends upon the future course of commer- 
cial policy. If Philippine produce is increasingly restricted in the 
American market, as provided in the Tydings-McDuffie Act, there will 
be a corresponding pressure to seek new export outlets elsewhere. 
Japan offers a limited market which might be enlarged by admitting 
Japanese goods into the Islands on more favourable terms. 

How far such a policy can and will be adopted under the Common- 
wealth regime is uncertain, however, for even had the Commonwealth 
Government unrestricted authority over its own tariffs (which it has not), 
its power to alter its tariff schedules in such a way as to shift the balance 
of advantage from American to Japanese products would be circum- 
scribed by the necessity of retaining as large a share of the American 
market for Philippine exports as possible. As yet the commercial policy 
of the United States respecting the Islands is by no means settled. But 
the recent restriction of Japanese textile shipments suggests that further 
inroads of Japanese goods in the Philippines may be resisted by political 
action in Washington. 



' The Great Potential Market 9 . 
In Asiatic markets generally Japan is in a position to derive advan- 
tages from geographical proximity and from her ability to fabricate 
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various types of goods adapted to the needs and the purchasing power 
of Oriental consumers. Moreover, in China the likelihood of further 
economic penetration by Japan is now increased by the rapid extension 
of Japan's political hegemony on the mainland. Past experience in 
Manchuria demonstrates how Japanese investments, especially those 
involving political as well as economic motives, may redound to the 
advantage of industries in Japan which are in a position to supply 
materials and equipment, 1 and it is perhaps significant that 75 per cent, 
of the import trade of Manchoukuo is now monopolized by Japan. 2 
Attempts on the part of Japan to foster her trade with China Proper 
are now being made, not only by formulating ambitious developmental 
schemes in North China, but also by limiting China's power to deter- 
mine her own tariff schedules and to deal with the smuggling of Japanese 
goods, which has recently developed on a huge scale. The current 
political and economic situation is, of course, too uncertain to warrant 
prediction concerning the future of China's trade, but it is likely that 
Japan's imperialist programme, if it succeeds, will increase her share 
of China's imports of manufactures, and probably at the expense of her 
industrial competitors. 

So far as exports from the United States to China are concerned, 
several further points should be noted. A considerable share of this 
trade has long been in lines where Japanese competition is unimpor- 
tant. Thus, during the decade 1923-33 more than half the total value 
of American exports represented shipments of raw cotton, wheat and 
flour, leaf tobacco, and kerosene oil. The 31 per cent, drop in the value 
of Chinese purchases of American goods in 1935, though it coincided 
suspiciously with a 17 per cent, increase in purchases of Japanese goods, 
is in fact very largely to be explained by reductions in raw cotton, leaf 
tobacco, wheat, and flour reductions which cannot be attributed to 
competing shipments from Japan, and which have to do mainly with 
internal conditions in the United States and China. 

But in addition to such commodities there are a number of general 
categories of goods within which American firms have met with increas- 
ing Japanese competition in greater or less degree. These include metal 
semi-manufactures, machinery and tools, electrical equipment, sea foods, 
dyes and ink, rubber tyres, chemicals, and pharmaceuticals. Here in 
various lines it may be that Japanese exporters of fabricated goods will 

1 On the other hand, the use of Japanese capital to foster industrial enterprise abroad 
may react to curtail the export markets of competitive industries in Japan see, for 
example, Japanese cotton mills in China, and the iron and steel and cement industries of 
Manchoukuo. 

s For an account of the decline of foreign interests in Manchuria see John R. Stewart, 
Manchuria Since 1931, 1.P.R. Secretariat, 1936, pp. 47-53. 
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acquire a growing share of the business, as they already have, for 
example, in the case of tyres and machinery. With the development of 
Japan's heavy industries there is likely to be increasing competition 
in the supply of capital goods. But the fact should not be overlooked 
that England, Germany, and other European countries are also 
important, and commonly more important, rivals in the Chinese 
market for manufactures than is Japan. Moreover, Chinese industry 
itself has already developed to the point where it is able to compete 
extensively in the domestic market with such foreign products as 
cigarettes, cotton textiles, flour, canned goods, electrical appliances, 
leather manufactures, and sundries such as flashlights, matches, soap, 
perfumery, and cosmetics. 

The most noteworthy fact about the Chinese market for foreign pro- 
ducts to-day, in the light of numerous glowing predictions over many 
decades concerning its magnificent potentialities, is its very limited 
scope. In the period 1926-30 China (including Hong Kong and Kwang- 
tung) took only 2-8 per cent, of United States exports ; in 1934, 3-8 per 
cent. ; and in 1935, 2-3 per cent. less than Australia or the Philippine 
Islands. Whatever the utility of Chinese tung oil, carpet wool, or 
sausage casings for Americans or of American tobacco or aeroplanes 
for the Chinese the China market has never been anything but insig- 
nificant by comparison with the total output of American industry or 
agriculture. 

Yet this is not because American exporters as a whole have fared 
badly in competition. In the period 1926-30 the United States supplied 
17 per cent, of China's imports, 26 per cent, in 1934, and 19 per cent, in 
1935. Omitting Hong Kong, the United States stood second to Japan 
as a source of recorded imports in the pre-depression decade and has 
ranked first since 1931, with Manchuria now excluded. Thus the United 
States holds a prominent place in the trade. Despite her vast population 
and resources, however, China (including Manchuria) accounted for 
only 2-3 per cent, of the world's import trade in 1 929 and 2-6 per cent, in 
1934. Her per capita imports are no more than $0*80. 

This limited development can hardly be ascribed to the indifference 
of foreign business men or of foreign governments, as the long history of 
China's foreign relations reveals. So far as market surveys are concerned, 
we have it on the authority of Mr. Charles K. Moser, of the United 
States Department of Commerce, that 'generally speaking, the possi- 
bilities of the China market are fairly well known to the experienced 
foreign trader on the China coast*. With reference to cotton goods, 
kerosene oil, and tobacco products, Mr. Moser writes : * It is possible that 
few areas have been more carefully canvassed by a superior corps of 
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experts than the China field. . . .'* Oft-repeated and optimistic forecasts 
concerning opportunities for Western traders in China have failed of ful- 
filment to date because to put it briefly they were based either on the 
simple fallacy of estimating markets by counting heads, 2 or on the easy 
assumption that China would readily follow the path marked out by 
Japan and other formerly 'backward' countries and adopt the social 
institutions which characterize Western capitalist countries. The sub- 
ject goes far beyond the scope of this paper, but we may submit that 
the record thus far clearly places the burden of proof on those who, like 
the American Economic Mission to the Far East (1935), hold that 'the 
one point that should be kept constantly in mind by American business 
is trade opportunity in China. ... It is a field which now offers, perhaps 
more surely than any other, the greatest promise of expanding trade/ 8 

DIRECT TRADE BETWEEN THE UNITED STATES AND JAPAN 
Reversal of the Balance. 

Since 1932 the trade of the United States with Japan has shown a 
credit balance that is, exports have exceeded imports. This represents 
a striking reversal of the debit balance of many years' standing. Pre- 
viously, purchases from Japan customarily exceeded sales by a wide 
margin. Table 3 indicates that this reversal of the trade balance 
resulted primarily from a reduction in the value of United States im- 
ports from Japan. That was, in turn, chiefly a matter of the price of 
silk. From 1929 imports fell steadily in dollar value until 1935. Exports 
to Japan, on the other hand, recovered in value after 1932, and have 
recently expanded to a level not far below that of 1929, in contrast to 
exports to other regions. 

The course of this trade is somewhat different as recorded in yen, 
chiefly because of fluctuations in the exchange rate. 4 From December 
1931 through the year 1932 the yen declined approximately from 50 

1 U.S. Department of Commerce, Where China Buys and Sells, Trade Information 
Bulletin No. 827 (Washington, 1935), p. 3. 

9 "The simple fact that the estimated 400 million people of China must be fed and 
clothed, presents to American agriculture a field for expanding markets that, for all 
practical purposes, is unlimited.* American Trade Prospects in the Orient, Report of the 
American Economic Mission to the Far East (National Foreign Trade Council, New 
York, 1935), pp. 45-6. Ibid., p. 59. 

4 This discussion of Japanese-American trade is based largely on United States 
trade figures, as reported by the Department of Commerce. Apart from the difficulty of 
comparing Japanese and American statistics during a period of exchange fluctuations, 
the two sets of figures will naturally disagree to some extent in that year-end shipments 
may be credited to one year in the exporting country and to the next year in the import- 
ing country. The Japanese valuations of American shipments to Japan also are con- 
sistently larger than the American because they include insurance, freight, and other 
charges. There are a few other differences which occasion only minor discrepancies. 
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TABLE 3. UNITED STATES TRADE WITH JAPAN, 1024-35 
(Values in millions of dollars) 



Year 


General Imports 


Exports (Including Re- 
exports) 


Balance 

* 


Total 


Raw 
Silk 


Other 


Total 


Raw 
Cotton* 


Other 


1924 


340 


286 


54 


250 


95 


155 


- 90 


1925 


384 


318 


66 


228 


121 


107 


156 


1926 


401 


329 


72 


261 


108 


153 


-140 


1927 


402 


334 


68 


258 


123 


135 


-144 


1928 


384 


318 


66 


288 


129 


159 


- 96 


1929 


432 


356 


76 


259 


109 


150 


-173 


1930 


279 


221 


58 


165 


66 


99 


-114 


1931 


206 


163 


43 


156 


80 


76 


- 50 


1932 


134 


106 


28 


135 


86 


49 


+ 1 


1933 


128 


92 


36 


143 


87 


56 


+ 15 


1934 


119 


70f 


49 


210 


112 


98 


+ 91 


1935 


153 


90f 


63 


203 


99 


104 


+ 50 


Jan. to 
















Aug. 








i 






1935 


94 


54f 


40 


116 


44 


72 


+ 22 


1936 


108 


56t 


52 


116 


38 j 78 


-f 8 



Excluding re-exports, 
t Import* for consumption. 

Sources: U.S. Department of Commerce, Foreign Commerce and Navigation of the United States, and other 
official sources. 

cents to 20 cents. In the following year, 1933, with the dollar now 
depreciating in terms of gold, the yen rose to a value of about 30 cents. 
Since then it has declined slightly in relation to gold and the dollar. 
Thus the yen value of trade in the years following 1931 has risen relative 
to its dollar value ; the trade balance, however, shows the same reversal 
resulting from a reduction in the value of Japan's exports. 

The sudden, though probably temporary, shift in Japan's trade bal- 
ance with the United States, it is important to note, is related in several 
ways to the expansion of her trade elsewhere. The collapse of prosperity 
in the United States brought a sharp reduction in the value of silk 
purchases from Japan. Between 1929 and 1931 the value of Japan's 
total exports was cut almost in half. Silk shipments to the United 
States accounted for 41 per cent, of the billion-yen decrease. This 
reduction, together with other adverse developments in Japan's inter- 
national economic position in 1930 and 1931, finally brought about 
the reimposition of the gold embargo in December 1931, only twenty- 
three months after it had been lifted by the Hamaguchi ministry in fill- 
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filment of its policy of retrenchment and deflation. The result was 
immediate depreciation of the yen. To have attempted to continue the 
yen at parity would probably have meant inviting an intolerable degree 
of Deflation in Japan's domestic economy as a means of restoring equili- 
brium in the balance of payments. Even as it was, the fall of export 
values had drastically reduced income levels hi Japanese agriculture 
and industry. Internal deflation, as well as exchange depreciation, 
served in turn to stimulate export expansion in a number of industries 
and to many markets. As a result, the United States, as well as other 
countries, has felt both at home and abroad the increased competitive 
pressure of Japanese manufactures. 

But this industrial activity has required increasing supplies of raw 
materials, some of which have been procured in the United States. 
Thus we reach the obvious conclusion that the current reversal in 
Japan's trade balance with the United States is related to her rising 
credit balances elsewhere, both as cause and as effect. A more para- 
doxical outcome of the reasoning is that in a measure Japan has re- 
cently bought more in the United States because she could sell less in 
that market. Despite these changes, however, the United States still 
tops the list of Japan's export markets by a wide margin, while assum- 
ing a preponderant importance as a source of imports. Japan, in turn, 
ranks next to Canada and the United Kingdom in the import and export 
trade of the United States. 

In reviewing the recent course of trade relations between the two 
countries it has seemed best to avoid a routine cataloguing of commo- 
dities and to single out the dominant features. These are silk imports, 
cotton exports, and cotton textile competition. Silk constituted 80 per 
cent, of the value of United States imports from Japan prior to the 
depression ; it still exceeds 50 per cent. Cotton has lately amounted to 
about half of the export trade. Cotton textile imports, by contrast, are 
a minor item, but the rise of the Japanese industry and the public 
attention centred upon textile competition both in the United States 
and in third markets makes the subject worthy of consideration. The 
remainder of the direct trade between the United States and Japan will 
be briefly characterized. 

Collapse of Raw Silk. 

Enough has been said above to suggest that the debacle of the silk 
market was a major event in the history of the Far East during the period 
1 929-35. 1 Raw silk had been for decades the mainstay of Japan's 

1 This account of the silk trade is taken very largely from the author's 'Japanese 
Silk and the American Market', Far Eastern Survey, February 12, 1936. 
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export trade, especially with the United States. A half-century of 
expanding commerce had spun a. silken web across the Pacific upon 
which depended in greater or less degree the livelihood of three out of 
eight farm families in Japan. But with the end of the post-war American 
boom this 'life line' sagged alarmingly. From June 1929 to June 1931 
the price of silk fell 60 per cent. Three years later it had slumped even 
lower, its world price having fallen farther than that of any other leading 
staple. For the entire period 1930-4 the value of the cocoon crop was 
just half its level in the preceding five years. 

The repercussions were far-reaching. On the one hand, as previously 
noted, it fostered that export expansion in Japanese industry which has 
made itself felt in remote corners of the world. On the other, it intro- 
duced strains in Japan's social structure which reacted on political ten- 
dencies in Japan. As Professor T. Mori has put it, 'the Far Eastern 
situation especially seems to be particularly sensitive to the state of 
Japan's agricultural population'. 1 

The causes of the decline are to be sought in a combination of factors. 
Silk has been exposed to the full effect of world depression and especially 
to the contraction of the buying power of urban classes in the United 
States. At the same time it has had to suffer severe competition in both 
the United States and Japan from synthetic textile fibres continually 
better in quality and cheaper in price. This twofold pressure on the 
market has taken effect on price rather than on the volume of produc- 
tion and consumption. For this there are two main reasons. The first 
is the depreciation of the yen, which probably served to depress the 
price and maintain consumption in the United States. The second has 
to do with the characteristics of silk production in Japan, which make 
output sluggish in responding to shrinkage in demand. This latter 
factor is perhaps the more important one, and deserves closer examina- 
tion. 

With her advantageous climate, her vast reservoir of farm labour, 
and her industrious and skilful promotion of scientific technique in the 
silk industry, Japan supplies four-fifths of the world's silk produced out- 
side China, and has far outdistanced China in the export trade. Her 
cocoon crop has increased eightfold in the last half -century, its steady 
growth becoming almost axiomatic. Sericulture engages the labour in 
whole or in part of two million agrarian households. It is second only 
to rice as a source of farm income. Silk reeling, as well, is an important 
industry, giving at least part-time employment to some 400,000 workers 
in 1933. Of the total output of silk in the 1934-5 season the domestic 

1 'Silk Control in Japan*, in Commodity Control in the Pacific Area, edited by W. L. 
Holland (London, 1935), p. 102. 
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weaving industry took some 30 per cent., the United States 60 per cent., 
and the rest of the world 10 per cent. Thus silk is anything but a shel- 
tered industry ; its fortunes ebb and flow on the tide of American 
prosperity. 

Until recently Japan paid her way internationally with silk. The 
volume of raw silk exports (excluding waste) almost tripled from 1913 
to 1929, contributing 30 per cent, of the total value of exports in the 
former year, and 36 per cent, in the latter. Silk piece goods added 
another 7 per cent, in 1929. In the United States, as some one has said, 
silk had become a middle-class habit. By 1934, however, total raw silk 
shipments had lost as much as five-eighths of their 1929 value, even in 
terms of the now-depreciated yen, while piece goods exports had also 
declined heavily in value. The course of Japanese production and 
exports of raw silk since 1924 is depicted in Table 4 ; that of American 

TABLE 4. JAPAN: RAW SILK PRODUCTION, EXPORTS, AND AVERAGE 
EXPORT PRICES, 1924r-35 

(Quantities in millions of pounds) 



Year 


Production 


Exports 


Average Export 
Price 
(yen per Z6.) 


Total 


To U.8.A. 


1925 


68-4 


57-9 


56-0 


15-18 


1927 


81-6 


68-9 


64-8 


10-78 


1929 


93-2 


75-9 


73-5 


10-29 


1930 


94-0 * 


62-2 


59-3 


6-70 


1931 j 96-6 


73-5 


71-0 


4-83 


1932 


91-6 


72-3 


67-9 


5-29 


1933 


92-9 


63-9 


57-7 


6-12 


1934 


99-7 


66-9 


65-3 


4-29 


1935 


86-7* 


73-0 


61-6 


5-30 


Jan. to Aug. 










1935 


. . 


46-7 


39-3 


4-80 


1936 





37-5 


31-3 


5-90 



* Preliminary. 

Source*: Japan, Statistical Abstract of the Ministry of Affricuitun and Forestry; Financial and Economic 
Annual of Japan; Monthly Return of the Foreign Trade of Japan. 

purchases, which still constitute over 80 percent, of Japan's silk exports, 
is shown in Table 5. 

In foreign trade, it is true, this decline was more than counter- 
balanced by an expansion in numerous other exports. In Japanese 
agriculture, however, there appeared no such compensation for this 
shrinkage in income. A supplementary industry in wide areas, silk 
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TABLE 5. UNITED STATES IMPORTS OF SILK FROM JAPAN. 1924-35* 



Year 


Quantity 
(million 
pounds) 


Value 
(million 
dollars) 


Average 
Price 
(dollars 
per Ib.) 


Per Cent, of 
Value of Total 
Silk Imports 


1924 


44-3 


285-9 


6-50 


87 


1929 


69*8 


356-1 


5-11 


83 


1930 


59-9 


221-5 


3-70 


84 


1931 


69-5 


163-1 


2-35 


85 


1932 


69-1 


106-2 


1-54 


93 


1933 


60-2 


91-7 


1-52 


89 


1934 


55-0 


69-8 


1-27 


97 


1935 


63-8 


90-0 


1-41 


94 


Jan to Aug. 
1935 


41-3 


53-7 


1-30 


97 


1936 


31-9 


55-5 


1-74 


92 



Per Cent, of 

Value of Total 

Imports from 

Japan 

84 
82 
79 
79 
79 
72 
59 
59 

58 
51 



* Data are for general imports through 1033 ; Imports for consumption thereafter. 
Sources: Foreiffn Commerce and Navigation of the United States, and other ofllclal source*. 

is a major source of livelihood in certain mountainous prefectures of 
central Japan where the land is suitable for little else than mulberry- 
trees and there are few alternative occupations for the labour of the 
farmer and his family. The consequence of the collapse of cocoon 
prices for the hard -driven Japanese farmer, heavily taxed and bur- 
dened with debt as he is, was serious. 1 In conjunction with other ad- 
verse developments, in fact, it brought rural bankruptcy. In the reeling 
industry, as well, this deflationary pressure caused wage reductions, 
intensification of labour, and the elimination of thousands of small 
establishments, many of them simply small rural units providing a 
certain amount of seasonal employment. 

Production has responded but slowly to the contraction of demand. 
Although prices showed a downward drift even in the twenties, the 
cocoon crop increased 44 per cent, and silk output 50 per cent, from 1924 
to 1930. Since then, it is true, there has been a tendency to curtailment 
interrupted by the ill-tuned encouragement offered by the fall of the 
yen in 1932 and the short-lived pre-N.R.A. boom of the American 
market in 1933. With the disastrous season of 1934, this tendency 
gained ground, aided by bad weather conditions. From the peak of 
1930 the cocoon crop has now (1936) been reduced by about one-quarter. 
But the inflexibility of supply in downward readjustments which char- 

1 Cf. W. L. Holland, 'The Plight of Japanese Agriculture', Far Eastern Survey, 
January 1, 1936. 
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acterizes agricultural industries generally, and especially one which 
depends so largely on subsidiary farm labour, is well illustrated here. 
Curtailment has made slow headway even though it has recently been 
encouraged by government subsidy on a modest scale. The Govern- 
ment has also taken certain steps in the direction of rationalization and 
control of the industry, especially with a view to aiding the cocoon 
farmer. But it appears to have found itself faced with two major 
obstacles : (1) the opposition of powerful groups within the industry, and 
(2) the problem of finding alternative occupations for the labour likely 
to be displaced by either restriction or rationalization. 

Rayon Competition in the United States. 

To what extent has the phenomenal rise of rayon in the United States 
permanently reduced the demand for Japanese silk ? In recent years 
there is no doubt that the rapid invasion of textile markets by improved 
synthetic fibres has affected silk substantially, especially by way of 
forcing down the price and, to a lesser extent, by curtailing consumption. 
In the total American market for the four leading fibres cotton, wool, 
silk, and rayon the share of silk rose from 1-3 per cent of the total 
quantity in 1923 to 2*4 per cent, in 1930, but has since declined to 
1-8 per cent. During the same twelve years rayon has increased its 
share steadily from 0-9 to 7-2 per cent. 1 (See Table 6.) 

In dealing with rayon competition we must distinguish between 
hosiery on the one hand, and broad goods (woven fabrics over 12 inches 
in width, with unpiled surface) on the other. Probably two-thirds of 
the entire amount of silk consumed in the United States now goes into 
hosiery, and the proportion is increasing. 2 This is principally women's 
full-fashioned hosiery, consumption of which hats held up surprisingly 
well through the depression, setting a new record in 1935. Here rayon 
has yet made little or no headway. 

But in woven fabrics the synthetic fibres have rapidly taken an in- 
creasing share of the market. Early in 1935 rayon accounted for as 
much as 72 per cent, of the combined output of silk and rayon broad 
goods, silk for 26 per cent., and mixtures for 2 per cent. 3 This represents 
a sizable shift from the proportions of several years ago. Taking the 
output of the silk and rayon goods industry, for example, the yardage of 
silk broad goods decreased 51 per cent, between 1929 and 1933, while 
that of rayon increased 159 per cent. Rayon now competes extensively 
with silk in staple lines of dress goods, linings for suits and coats, under- 

1 Rayon Organon, February, 1936, p. 36. * Ibid., August, 1936, p. 117. 

3 M. T. Copeland and W. H. Turner, Production and Distribution of Silk and Rayon 
Broad Goods (National Federation of Textiles, Inc., New York, 1935), p. 65. 
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TABLE 6. UNITED STATES: RAW SILK AND RAYON YARN CONSUMPTION 
AND PRICES, 1924-35 



Year 


Consumption 
(million Ib.) 


Per Cent, of Total Fibre 
Consumption in the U.S.* 


Price 
(dollars per Ib.) 


Silk 


Rayon 


Silk 


Rayon 


Silk 
6-57 


Rayon 


1925 


66-0 


58-3 


1-9 


1-6 


2-05 


1927 


72-0 


100-0 


1-7 


2-4 


5-44 


1-49 


1929 


81-3 


1314 


2-0 


3-3 


4-93 


1-25 


1930 


76-0 


118-0 


2-4 


3-8 


3-42 


1-06 


1931 


77-3 


157-4 


2-4 


4-9 


2-40 


0-75 


1932 


70-9 


152-0 


2-4 


5-2 . 


1-56 


0-66 


1933 


59-8 


212-0 


1-7 


5-8 


1-61 


0-61 


1934 


58-5 


194-8 


1-9 


6-2 


1-29 


0-59 


1935 


62-7 


251-7 


1-8 


7-2 


1-63 


0-57 



* Four leading fibres cotton, wool, silk, and rayon. During most of this period cotton accounted for 
around 85 per cent, of total fibre consumption in the United States and wool 8 to per cent. 

Source : Rayon Organon (Textile Economics Bureau Inc., New York City). Silk prices are for Japan's 13-15 
crack double extra grade (78 per cent? seriplano) at New York. Rayon prices are for 150 denier, first quality, 
minimum bright lustre, viscose process skeins at New York. Silk consumption is calculated as deliveries to 
mills, corrected for re-exports, and rayon consumption as domestic shipments by American producers plus 
imports of yarn for consumption. 

wear, and lingerie. Nearly every broad silk manufacturer, in fact, now 
weaves rayon as well, his looms and equipment being largely inter- 
changeable between the two materials. Thus in the realm of woven 
fabrics, as distinguished from women's hosiery, the new fibres have made 
heavy inroads in markets formerly dominated by silk, despite its fall in 
price. 

Apart from the competition of rayon, another factor handicaps silk 
in competing for a share of the American consumer's dollar. The silk 
and rayon broad goods industry as a whole, despite certain technical 
advances in the design and production of fabrics, suffers from several 
serious deficiencies. Its structure is complicated, its equipment is in 
part out of date, its merchandizing business has been in a chaotic state, 
and its labour conditions are such as to produce periodic conflicts in 
various sections of the industry. The long decline of silk prices, bringing 
recurrent inventory losses, has helped to produce these conditions. 
Whatever the cause or the remedy, such inadequacies of equipment and 
industrial organization operate not only to depress the livelihood of 
those engaged in the American silk industry, but also to handicap the 
silk producer in Japan in securing an outlet for his product. 

The Future of Silk. 

The latter part of 1935 brought a rapid recovery of silk prices under 
the stimulus of expanding demand and short cocoon crops in Japan. 
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Though the 1935 crop is estimated to have been about 6 per cent, 
below that of the previous year in quantity, its yen value was 72 per 
cent, greater. This favourable trend continued in 1936. Higher silk 
prices, it is true, have tended to restrict silk weaving in Japan, where it 
was on the increase, and in the United States have brought a definite 
trend to rayon in lower-grade fabrics. But American hosiery manufac- 
turers, especially the full-fashioned group, cannot as yet substitute 
other fibres for silk. Moreover, in the realm of broad goods, improved 
business conditions and the gradual development of a 'truth in fabrics' 
movement to enlighten the innocent American consumer are expected 
to enlarge somewhat the market for quality goods, where silk is still pre- 
eminent. It may be noted in Table 4, furthermore, that the demand for 
Japanese silk has recently expanded in countries other than the United 
States (chiefly Great Britain and France), though it is still limited. 

In other words, gloomy prophecies of the wholesale displacement of 
silk by rayon seem hardly warranted by present prospects. On the 
other hand, the day is past when the long upward trend of silk consump- 
tion abroad can be relied upon to lift the plane of well-being of the 
Japanese farmer and worker steadily to a higher level. The recent 
revival of the silk market still leaves Japan with the problem of how to 
stabilize and improve the livelihood of that large sector of the popula- 
tion whose welfare still depends in large degree on the vagaries of 
American prosperity and on the success or failure of intensive experi- 
mentation in the development of synthetic fibres the world over. 

Imports other than Silk. 

Despite its price decline, raw silk, valued at $90 millions in 1935, still 
dominates easily the list of imports from Japan. Other imports for con- 
sumption, however, have increased steadily since 1932, reaching a value 
of $61 millions in 1935. Of this part of the trade, roughly a third has 
been made up in recent years of duty-free goods, mostly non-competi- 
tive crude materials, and the remainder of numerous types of dutiable 
and often competitive articles, the bulk more or less highly fabricated. 1 

The leading imports, other than silk, which are still on the free list 
are (see Table 11): undressed furs, chiefly mink, which supplement the 
domestic supply ; fish scrap and fish meal, used for fertilizer and stock 
and poultry feed ; tea (Japan supplies 80 per cent, of green tea imports 
and 10 per cent, of the black teas) ; pyrethrum, an insectifuge derived 

1 The description of imports contained in this section is taken largely from the recent 
report of the United States Tariff Commission, cited above. For a more extensive 
classification and analysis of competitive imports, based on the Tariff Commission study 
see also T. A. Bisson, 'Japan's Trade Boom Does It Menace the United States?', 
Foreign Policy Reports, March 15, 1936. 



232 TRADE AND TRADE RIVALRY BETWEEN THE 

from a species of chrysanthemum ; perilla and inedible rapeseed oils, 
the former a valuable constituent of paints and varnishes and the latter 
of lubricating oils for marine engines ; cotton waste, imports of which 
increased sharply in 1935 ; and several types of nitrogenous fertilizers, 
used mainly on the west coast where domestic supplies are expensive 
due to the costly freight haul from the east. Some of these are not pro- 
duced at all in the United States ; most of them are complementary to, 
rather than competitive with, domestic production ; and those which 
might be regarded as competitive, chiefly fertilizers, are purchased by 
groups enjoying sufficient political power to keep them on the free list. 

The list of dutiable imports from Japan covers hundreds of items 
of almost infinite variety. Taken together, however, they probably 
totalled only about $40 millions in 1935, or roughly one-quarter of total 
imports, despite the increases in quantity characteristic of recent years. 
Among the more important commodities of which the United States has 
little or no domestic production are the following : natural camphor, of 
which Japan through her control of Formosa enjoys a world monopoly ; 
natural menthol, derived from the Japanese peppermint plant and 
widely used for medicinal purposes ; bristles, the raw material of most 
brushes ; agar-agar, from Japan's abundant seaweed ; Easter lily bulbs, 
which come largely from Japan; rattan and bamboo manufactures; 
cosmetics, rice wine, vegetable sauces, &c., especially adapted to the 
tastes of resident Orientals ; and a large share of the straw and hemp 
braids and plaits made up domestically into straw hats. 

Competition of Japanese Manufactures. 

There remains a wide variety of miscellaneous manufactures. Of 
these it is not surprising that textiles other than raw silk form a large 
class. Excluding hats and hat materials, about half the value of 
Japanese textile shipments to the United States now represents 
cotton goods, which will be dealt with at a later point. Most of the 
remainder is silk fabrics and wearing apparel, dutiable at 55 to 65 per 
cent. Whereas Japanese cotton goods have shown a marked upward 
tendency in imports, silk fabrics have declined in both price and 
quantity since 1929. Of the two principal types imported from Japan 
Fuji cloth and pongee the former is not produced in the United States 
at all, and the latter is produced only in the form of imitation pongee of 
inferior quality. The silk wearing apparel consists mainly of kimonos 
and other articles of Oriental design. 

In addition to textiles, Japan has recently shipped to the American 
market an increasing variety of such goods as canned clams, crab- 
meat, tuna fish, cottonseed oil, toys, pottery, brushes, combs, silver- 
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plated tableware, paper hats, rubber footwear, rubber erasers, matches, 
smokers' articles, electric lamps, and other manufactures of wood and 
paper. In most of these lines the United States takes a substantial share 
of Japan's exports. To a considerable extent these manufactures are 
products of small-scale industry requiring a good deal of hand labour 
and only simple equipment in their fabrication. 1 Many of them are 
of inferior quality, selling at prices well below those of comparable 
domestic products. They crowd the counters of five- and ten-cent 
stores, bargain basements, and street pedlars to the distress of ' buy- 
American ' protagonists. The fall of the yen in 1932 made possible sub- 
stantial price reductions. This in turn promptly attracted American 
buyers to Japan and led to rapid increases in the volume of sales in the 
United States. 2 

Not all of this increase, however, represented business taken away 
from American producers, even if we ignore the matter of compensating 
exports. Many of these articles are novelty and specialty goods which 
could be called directly competitive only by a wide stretch of the term 
for example, various types of Oriental foodstuffs, wearing apparel, 
household utensils, toys, and souvenirs. In a number of lines china, 
toys, dolls, mirrors, harmonicas, combs, &c. Japanese goods have dis- 
placed German and other European goods which long held the market. 
The partial boycott of German goods worked in Japan's favour. More- 
over, it is fair to assume that at such low prices as prevailed in many 
instances, consumers, especially in depression years, were able to acquire 
articles they would otherwise have had to do without. In fact there is 
evidence in some instances that price reductions forced by the influx of 
cheap Japanese manufactures expanded the consumption of American 
as well as Japanese goods. 

Nevertheless, the profits of domestic producers in certain lines have 
undoubtedly been curtailed in some degree. Mr. T. A. Bisson concludes 
after careful statistical analysis that 8*2 per cent, of the total value of 
imports from Japan in 1934, or $9-7 millions, represented dutiable 
articles * substantially competitive ' in character. 3 If imports of duty- 

1 See Small-scale Industries of Japan, submitted at the Yosemite Conference by the 
Japanese Council (listed below, pp. 267-72). 

3 The role of American importers was described and, by implication, criticized by 
Secretary of Commerce Roper in a speech at San Francisco on June 12, 1935. * Certain 
of our importers', said Mr. Roper, 'are flocking to Japan on every steamer with samples 
of articles they want imitated by Japanese manufacturers employing cheap labour with 
cheap living standards. Once they have established their contacts, they give blanket 
orders for unlimited quantities of the cheap imitations and then come home to slash 
prices against competitors trying to support American labour at an American wage 
sufficient to maintain our own living standards.' 

* Bisson, op. tit., p. 7. 
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free competitive goods were added, the figure would be raised to about 
10 per cent. Within these limits Japanese competition has often been 
direct and intense, as for example in china and earthenware, pencils, 
canned clams, electric lamps, cotton rugs, and bleached cotton cloth. 
Usually concentrated in a particular branch of a trade, its effect there 
on domestic prices is commonly said to have been greater than one 
might anticipate from observing only the actual volume of imports, 
generally small in comparison with domestic output even at depression 
levels. The hostility to such imported wares expressed in protests from 
manufacturers, as distinguished from consumer buying, is partly to be 
explained by the character of the price competition, its timing, and the 
uncertainties it engendered concerning future imports, rather than by 
the quantities themselves. Yet, of course, no producer welcomes com- 
petition in his own business, however much he may sing its praises in 
the abstract, and this is especially true when the competition is from 
a foreign country. 

United States Tariff Restrictions. 

. Such competition as Japanese manufacturers are able to offer in the 
American market has developed despite a conspicuously high tariff in 
most lines. In fact, the extent and character of the import trade with 
Japan is determined to a considerable degree by the tariff . Some 70 to 
80 per cent, of recent imports have come in duty-free, it is true. This 
testifies not to the absence of general tariff protection but rather to 
the fact that the American demand for one non-competitive and duty- 
free raw material silk is large, and also to the probability that the 
level of duties on actual and potential imports of a competitive charac- 
ter is highly restrictive. A tariff structure with rates generally pro- 
gressive on articles according to their degree of fabrication bears with 
especial weight on a country like Japan, poor in natural resources but 
abundantly supplied with labour for use in the fabrication of imported 
raw materials. 

In recent years this level of duties has risen. The Tariff Act of 1930 
not only raised many rates, but in some instances imposed specific 
duties (cents per unit) which mounted rapidly in ad valorem terms as 
the dollar prices of Japanese goods fell during the depression. To this 
extent the American market was protected against the effects of yen 
depreciation in fostering imports. The following instances of per- 
centage duty charges on Japanese goods entering the country during the 
first eight months of 1935 illustrate the point: china and porcelain house- 
hold table and kitchen articles, undecorated, 111 ; decorated, 93 ; mush- 
rooms, prepared or preserved, 90 ; dried beans, 163 ; tooth-brushes with 
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cellulose handles, 139; ocean-pearl buttons, 152; dolls of cellulose, 
having movable parts, 129 ; toys of cellulose, not having movable parts, 
108 ; 'stamped' pencils, 255 ; thermos bottles, 192. Imports of house- 
hold table and kitchen pottery have declined relative to domestic pro- 
duction since 1929; while imports of cellulose dolls and toys, which 
constitute another important class, have fallen drastically in quantity 
since 1931. 

That trade in these higher-duty brackets could continue at all and in 
some instances actually increase testifies to the relatively low level of 
Japanese prices, or the difficulty of substituting comparable domestic 
goods. The rates cited above are not typical of rates in general. But 
few Japanese manufactures can enter the United States at rates lower 
than 25 per cent. ; on highly competitive goods the duties are typically 
above 50 per cent. ; and in many cases they exceed 100 per cent. 

In some instances barriers against Japanese goods have been raised 
recently by direct action in Washington. As previously observed, the 
Roosevelt Administration on the whole has evinced a desire to mini- 
mize the threat of Japanese competition as it has appeared in numerous 
small sectors of American industry. The Administration has taken 
pains to point out the non-competitive character of most of the import 
trade and used sparingly the wide powers given it under Section 3 
(e) of the National Industrial Recovery Act, which authorized the 
President to restrict imports when such shipments were believed to 
endanger the maintenance of an N.R.A. code or agreement. To have 
done otherwise would have been to contradict Secretary Hull's tariff 
reduction programme. 

Nevertheless, fresh import restrictions of one sort or another have 
been imposed since March 1933 upon a number of commodities which 
Japan has recently shipped to the American market in increasing 
quantity. Under the 'flexible tariff' clause (Section 336) of the Tariff 
Act of 1930 duties were raised on tuna fish packed in oil, canned clams 
(other than razor clams), frozen swordfish, wool-knit gloves valued at not 
more than $1*75 per dozen pairs, slide fasteners in chief value of base 
metal, and medium-count cotton cloth (other than unbleached) ; fees 
were levied on various types of imported cotton rugs under Section 3 (e) 
of the National Industrial Recovery Act ; shipments of cotton rugs and 
wood-cased lead pencils were also limited by agreement with Japan 
specifying maximum amounts ; and, finally, an informal agreement was 
secured restricting imports of Japanese cotton cloth to an unspecified 
but ' moderate ' level. 1 

1 In February 1933 an increase in the duty on rubber-soled footwear and rubber 
footwear was proclaimed by President Hoover, to take effect on March 3, 1933. Detailed 



236 TRADE AND TRADE RIVALRY BETWEEN THE 

One may wonder that this list of commodities is not longer, in view 
of the frequent and vociferous complaints to Washington from various 
groups of domestic producers. On the other hand, the only general 
tariff reductions under the present administration affecting imports 
from Japan were one on cotton velveteens in 1933 and another on malt 
liquors in 1935. Tariff concessions embodied in trade agreements 
negotiated with various countries in the past two years have been freely 
extended to Japan in conformity with the official American policy of 
retaining the principle of reciprocal most-favoured-nation treatment. 
But in classes of goods where Japan might be expected to benefit from 
such duty reductions, the concessions have been narrowly limited by 
precise descriptions which commonly exclude the types imported from 
Japan. 1 Dutiable imports of Japanese goods need no stimulation for the 
present in the opinion of the United States Government. This is 
evidenced by the fact that as late as October 1936 no public announce- 
ment had been made of any intention to negotiate a reciprocal trade 
agreement with Japan, despite the efforts to secure such agreements 
elsewhere. 

Raw Cation Exports to Japan. 

Since 1932 Japan has become the world's leading exporter of cotton 
cloth. Her successful challenge to England, traditionally predominant 
in world textile markets, marks a milestone in the world trek of the 
textile industries. Textiles have been the pioneer of the factory system 
round the world, and the industrialization of Japan offers no exception. 
Since 1867, when the first spinning mill factory was set up in Japan, the 
cotton industry has grown steadily. Periodic wars, proximity to Asiatic 
markets, constant improvements in organization and machine tech- 
nique, energetic government support, and an almost inexhaustible 
supply of low-wage and docile female labour readily utilizable in textile 
processes these are some of the factors associated with its rise. 

Japan emerged as a significant competitor in Asiatic cotton goods 
markets even before the World War, which in turn gave her industry 
further impetus. Huge profits, accumulated during the prosperous war 
years, provided funds used subsequently to strengthen and co-ordinate 
the industry, especially in its well-integrated export branch, and to 
carry the stronger firms through a series of post- War financial crises. Fol- 

studies of import competition in each of the above lines will be found in reports of the 
United States Tariff Commission. 

Exporters' associations in Japan are also controlling shipments of tuna fish, pottery, 
and matches, according to Professor T. Uyeda. See his The Recent Development of 
Japanese Foreign Trade, pp. 108-10. (Quoted above in Chapter II, p. 53.) 

1 Cf. Lockwood, The Foreign Trade Policy of the United States, pp. 43-6. 
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TABLE 7. UNITED STATES: RAW COTTON PRODUCTION, 
EXPORTS, AND AVERAGE PRICES 

(Quantities in thousands of running bales, excluding linters) 
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Year beginning 
August 1 

1926-6 . 
1927-8 . 
1929-30 
1930-1 . 
1931-2 . 
1932-3 . 
1933-4 . 
1934-5 . 
193&-6 . 



Production 


Total 
Exports 


Per cent, of 
Production 


Exports 
to Japan 


Per cent, of 
Total 
Exports 


Average 
Price* 
(cento per Ib.) 


16,123 
12,783 
14,548 
13,756 
16,629 
12,710 
12,664 
9,472 
10,420 


8,051 
7,540 
6,690 
6,760 
8,708 
8,419 
7,534 
4,799 
5,973 


49-9 
59-0 
46-0 
49-1 
52-3 
66-2 
59-5 
50-7 
57-3 


1,125 
959 
1,020 
1,228 
2,294 
1,743 
1,846 
1,524 
1,479 


14-0 
12-7 
15-2 
18-2 
26-3 
20-7 
24-5 
31-8 
24-8 


19-6 
20-2 
16-8 
9-5 
5-7 
6-5 
10-2 
12-4 
11-1 



* Weighted average price received by producers. 

Sources: United States Department of Commerce: Statistical Abstract of the United States and other official 
sources. 

TABLE 8. JAPAN: RAW COTTON IMPORTS AND AVERAGE IMPORT PRICES 

1924-35 





Imports 
(thousands of 5 00-lb. bales) 


Average Import Prices 
(yen per Ib.) 


Total 


| 
From U.S. \ From India 


American 
Cotton 


Indian 
Cotton 


1924 


2,150 627 i 1,194 


0-65 


0-52 


1925 


2,895 1,005 1 1,619 


0-72 


0-59 


1926 


3,081 1,196 


1,552 


0-53 


0-42 


1927 


3,387 


1,682 


1,321 j 0-41 


0-31 


1928 


2,581 1,024 


1,218 0-48 


0-38 


1929 


2,855 


1,187 


1,359 0-47 


0-34 


1930 


2,533 


1,027 


1,250 0-34 


0-24 


1931 


2,952 


1,408 


1,272 0-22 


0-18 


1932 


3,371 


2,408 725 i 0-27 


0-25 


1933 


3,303 


1,967 


1,052 


0-39 


0-32 


1934 


3,588 


1,716 


1,532 


0-47 


0-33 


1935 


3,250 


1,523 


1,379 


0-49 


0-38 


Jan. to Aug. 












1935 


2,347 


1,027 


1,142 


0-50 


0-38 


1936 


2,805 


1,045 


1,412 


0-47 


0-35 



Sources: Annual and Monthly Returns of the Foreign Trade of Japan. 

lowing the precipitous decline of the yen in 1931 and 1932, cotton cloth 
exports recorded a meteoric rise from 1,414 million square yards in 1931 
to 2,725 million in 1935, spreading now beyond Asiatic markets through 
both hemispheres. Yet this expansion occurred despite the general 
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stagnation of world trade in the early part of the period and the rise of 
hostile barriers against Japanese goods in the latter. While there are 
signs at present of a tapering of! of the export boom, Japan appears 
to be securely established as one of the world's leading cotton textile 
producers and exporters, with a level of cotton consumption second 
only to that of the United States. 

This development has had direct repercussions on Japanese-Ameri- 
can trade relations. In export markets, and to a lesser extent at home, 
the cotton textile industry of the United States has felt the pinch of 
Japanese competition. But Japan's export advance has required in- 
creasing supplies of raw cotton, and these have come largely from the 
United States. Consequently the cotton South, source of the United 
States' leading export commodity, has recently acquired a large stake 
in the Japanese market. Japan, on the other hand, now finds herself in 
a position where of her two leading export industries raw silk and 
cotton goods one markets its product chiefly in the United States and 
the other relies heavily on that country for its raw material. 

Well over half the entire American cotton crop has customarily been 
sold abroad. Of two million Americans engaged in producing directly 
for export in 1934 (excluding brokers, shippers, &c.), one million were 
cotton farmers, according to the Department of Commerce. England 
was for many decades the best foreign customer, followed by Germany 
and other European countries. Most of the export cotton cargoes still 
move eastward across the Atlantic. Since the World War, however, 
Japan has emerged as an important consumer of American cotton, 
and in the four seasons, 1931-2 to 1934-5, her spinners took as much as 
a quarter of American exports. In fact, the proportion rose as high as 32 
per cent, in 1934-5 ; but with the rapid recovery of European demand 
in the 1935-6 season, the Japanese share again dropped to 25 per cent. 

To a considerable extent Japan's growing importance as a cotton 
market represents merely the displacement of demands from other 
textile-producing countries, notably Great Britain. It is true, of course, 
that cheap Japanese goods have tapped new levels of consumer demand. 
Total sales of cotton piece goods in Asia, Latin America, and Africa have 
been larger as a result of Japan's successful trade drive than they other- 
wise would have been. Whether or not the net effect has been to increase 
consumption of American raw cotton, as distinguished from other 
growths, it is impossible to say. 

American versus Indian Cotton. 

Japan's mounting purchases of American cotton reflect the long-term 
upward curve of activity in her textile centres. But they also indicate 
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a gradual change in type of production. For, purchases from the United 
States have increased relative to purchases from other areas over a long 
period of years. India and the United States have long furnished 85 
to 90 per cent, of Japan's cotton requirements, as they do now. But 
her importers now buy more than a bale of American cotton for every 
bale of Indian cotton, whereas a decade ago they bought little more 
than half a bale, and in 1914 only a third of a bale. The explanation 
lies in the fact that Japanese mills have turned increasingly to finer yarns 
and better weaves for which American cotton is definitely superior. 

It may be observed, however, that the peak year of Japanese 
purchases was in the 1931-2 season. Since then they have declined. 
In fact, total cotton exports from the United States have fallen off, 
the decline in the case of shipments to Japan being accompanied by a 
marked reduction in exports elsewhere from 1933 until late in 1935 
(see Table 7). Whereas the United States in pre-depression years con- 
tributed about 60 per cent, of the world's cotton crop, in the 1934-5 
season her share dropped to 42 per cent., though it rose again to 51 per 
cent, in the 1935-6 season. This reduction led to widespread accusa- 
tions that, notwithstanding dollar depreciation and making allowances 
for exchange difficulties abroad, the Administration's crop curtailment 
programme, and especially its loan operations, were forcing the price of 
American cotton above world levels and imperilling a foreign market 
vital to the cotton farmer. From 1931-2 to 1934-5 the spot price of 
cotton in New York almost doubled, though, with the gold content of 
the dollar now reduced by 41 per cent., the world price of American 
cotton in terms of gold rose considerably less than its dollar price, and, 
in fact, was probably depressed by the fall of the dollar. Was the New 
Deal, even as it temporarily raised the income of the cotton farmer in 
the name of expediency, actually doing permanent and irreparable 
damage to his foreign market ? 

If there was any such threat to the export market, it was largely 
eliminated by the reduction of the loan price from 12 to 10 cents in 
1935 and by the Supreme Court's decision declaring the A. A. A. uncon- 
stitutional early in 1936. The broad aspects of this question we will 
leave to others to debate. In the case of Japanese purchases, in parti- 
cular, the effect of these emergency measures seems to have been chiefly 
to facilitate a return to more normal price and market relationships, as 
indicated in Table 8. 

Shipments of American cotton to Japan reached a peak in 1931-2, 
it is true. But this was an unusual year. Prior to the reintroduc- 
tion of the gold embargo in December 1931 and the immediate fall 
of the yen, Japanese cotton importers bought heavily, accumulating 
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stocks which were used subsequently. Moreover, a bumper crop and a 
huge carryover in the United States coincided with an unusually poor 
crop and a small carryover in India. American cotton prices were scrap- 
ing bottom, with the usual price differential over Indian cotton largely 
eliminated. In the 1933-4 season, as well, the proportion of American 
to Indian cotton was sustained by the Indo- Japanese trade dispute. 
This precipitated a temporary boycott of Indian cotton by Japanese 
spinners, which was terminated in January 1934 by the Indo- Japanese 
Trade Agreement linking Japanese purchases of Indian cotton with 
piece goods sales in the Indian market. 

In other words, the decline in the value of shipments to Japan can be 
ascribed only in part to the agricultural adjustment programme, and is 
less serious when viewed in comparison with some season more nearly 
approaching normality than 193 1-2. * Moreover, Japanese consumption 
of American cotton in 1935 was better maintained than would appear 
from the chart, for warehoused stocks were drawn down to remarkably 
low levels in the latter part of the year. Comparing the crop year 1 935-6 
with the previous year, consumption of American cotton in Japan 
virtually held its own. 

Finally, we may note that while fewer bales of cotton have been 
shipped to Japan in recent years, their value rose substantially through 
1934 in dollars, and even more in yen. In 1935, as compared with 1932, 
Japanese importers paid 16 per cent, more for 37 per cent, less cotton. 
The average price had almost doubled, but the demand continued at a 
fairly high level. Cotton has accounted for roughly half of Japan's 
purchases from the United States in the past two years, reaching a 
figure of $112 millions in 1934 and $99 millions in 1935. Relative 
to the status of the raw silk producer in Japan providing silk for 
American consumption, the improvement in the position of the Ameri- 
can fanner supplying Japan with cotton has been marked : in the trend 
of reciprocal demands, in government policy respecting curtailment and 
subsidy, and in cash income. 

New Sources of Supply. 

Recently there have been efforts in Japan to promote alternative 
sources of cotton as well as to push the synthetic fibres as substitutes. 
Why, it may be asked, should such an effort be made ? Security in 
time of war or possibly of sanctions is apparently part of the answer. 
With her basic textile industry dependent upon the United States and 
the British Empire for more than 90 per cent, of its raw cotton not to 

1 For a more detailed analysis, see Miriam S. Farley, 'Japan as a Consumer of American 
Cotton', Far Eastern Survey, New York, July 3, 1935. 
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mention wool and wood-pulp for rayon Japan is conceived as peril- 
ously insecure. Moreover, Japan has been told in numerous areas that 
she must buy more if she would sell. In Brazil, in Peru, in Egypt, raw 
cotton may help to rectify Japan's one-sided trade balances. Finally, 
if necessary raw materials can be procured more cheaply in newer pro- 
ducing areas or from new substances, so much the better. 

Such efforts as have been made, however, to purchase more cotton in 
South America, China, and Egypt have as yet borne little fruit. In 1935 
imports of raw cotton from areas other than India and the United 
States, though showing an increase over the preceding two years, 
amounted to only 11 per cent, of Japan's total cotton purchases no 
more than in the years 1925-9. Lack of available acreage, low yields, 
the demands of domestic industries in producing countries, the com- 
paratively high quality of American cotton all these factors limit any 
shift to other sources of supply. The difficulty is increased by the steady 
drift in Japan to the production of finer goods which require better 
cotton. Over a period of years a good deal can undoubtedly be done 
probably at a cost. The whole matter is full of uncertainties as to the 
economic position and agricultural policy of the United States as well 
as of Japan. In the meantime a substantial share of the foreign market 
for American cotton has shifted to Japan, and in the near future will 
probably remain there. 

American exports other than Cotton. 

Cotton has accounted for a little over half the total value of United 
States exports to Japan during the past five years. The remainder of 
the trade can readily be summarized. It resembles cotton, in fact, 
for with the exception of machinery and automobiles it now consists 
almost entirely of materials for use in Japanese industry especially 
petroleum, metal, and wood products. Of total exports, valued at $203*3 
millions in 1935, raw cotton accounted for $98*6 millions; metals and 
metal manufactures, excluding machinery and vehicles, $27*2 millions ; 
crude oil, gasolene, gas and fuel oil, $25-2 millions; machinery and 
vehicles, $20*5 millions ; wood and paper, $11-7 millions ; and chemicals 
and related products, $6-8 millions. 

Some commodities formerly important in the list of American exports 
to Japan have declined in recent years, as Japan has turned elsewhere 
for cheaper supplies or has developed her own production. Thus, there 
have been substantial reductions since 1929 in shipments of foodstuffs 
(wheat and flour, rice, canned milk), leaf tobacco, sawmill products, 
gasolene and kerosene, rubber tyres, sulphate of ammonia, tin plate, 
steel sheets, and several other semi-manufactures of various metals. 
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Some of these products have recovered part of the ground lost in the 
early years of the depression, and all of them are still of some importance 
in the trade except for the foodstuffs, kerosene, tyres, sulphate of am- 
monia, and steel sheets. 

Other American raw materials and semi-manufactures, in addition to 
cotton, have been shipped to Japan in increasing quantities in response 
to Japan's industrial boom for example, crude oil, gas and fuel oil, 
sulphite wood-pulp, iron and steel scrap, aluminium ingots, bars, &c., 
refined copper, and hides and skins. Sales of American automobiles 
and of certain types of machinery have also advanced to record levels. 
In part, Japan's purchases from the United States have served directly 
or indirectly to feed her expanding export trade in manufactures, in 
which respect the depreciation of the yen may be said on the whole to 
have stimulated rather than curtailed export sales of American goods. 
American exporters have also aided in providing the material base for 
Japan's heavy armaments programme, notably in the case of petroleum 
and metal products. 

This latter aspect of the trade has incurred adverse criticism in the 
United States from those who do not relish this indirect support of 
Japan's growing military and naval establishments. So far as is known, 
however, the United States Government has imposed export restrictions 
in the case of only one war material of minor importance tin-plate scrap 
and the purpose here was simply to conserve domestic supplies of tin. 

In summary, the total value of exports from the United States to 
Japan, excluding raw cotton, stood at $150 millions in 1929, $49 mil- 
lions in 1932, and $105 millions in 1935. It therefore exceeded im- 
ports from Japan, excluding raw silk, by about two-thirds in 1935. 
Whether we omit or include cotton from consideration, Japan has 
recently come to occupy a more important position as an outlet for 
American products, mainly in the raw or semi-manufactured state. 
Nevertheless, her place is not of great importance in total exports 
other than cotton. Including that leading commodity, Japan took 
89 per cent, of United States exports in 1935 ; without cotton the figure 
is only 5*5 per cent. Moreover, Japan's share is likely to dwindle some- 
what with the continued revival of American trade in other areas and 
the passing of the unstable combination of factors which produced the 
current industrial boom in Japan. 

COTTON TEXTILE COMPETITION 
International Position of the United States Industry. 

The appearance of aggressive Japanese competition in cotton goods 
marked a new phase in the international relations of the cotton textile 
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industry of the United States. True, the American industry had long 
been primarily domestic in character. A once prosperous China trade 
in coarse sheetings and drills virtually disappeared before the World 
War as a result of competition from the rising industries of Japan and 
China. In the post-War decade exports dropped to a fairly stable level 
of about 500 million yards a year. Chiefly coarse and medium fabrics 
produced by Southern mills, these cotton goods found a market largely 
in the Philippine Islands, Latin America, and Canada. While this was 
a respectable volume of business, it could hardly be considered vital to 
an industry which was producing around 8,000 million yards annually. 
Imports had been even more restricted. They were mainly quality 
fabrics, novelties, and specialties from the United Kingdom and Europe. 
A high protective tariff on fine goods, combined with the competitive 
strength of the American mills in the staple lines which preponderate in 
production, had enabled them virtually to monopolize the home market. 
Thus the industry was not very vulnerable to foreign competition. 
Certainly this was true as compared with Lancashire, which relied 
heavily on a world market. 

Nevertheless, the American industry, and more particularly the 
New England section, was not prospering, even before 1929. Over- 
capacity relative to the market had been stimulated by war-time expan- 
sion and aggravated by the rapid shift of production to the South. 
Consumption of cotton goods had not been expanding. Moreover, 
rapid style changes imposed burdens which the marketing organiza- 
tion was not well adapted to meet. The industry, made up as it still 
is of numerous relatively small units, had been characterized by severe 
competition and periodic overproduction, which became acute as the 
depression deepened from 1929 to 1932. Consequently it did not 
welcome any new threat to profits and employment in the shape of 
rising Japanese competition in areas which it had come to regard more 
or less as its own preserve. 

This competition has appeared both at home and abroad. Though 
it concerns a variety of cotton goods, we shall simplify our discussion 
by confining it largely to cotton cloth, which comprises the great bulk 
of the output of the cotton textile industry in both the United States 
and Japan. 

Decline of Cloth Exports. 

In 1929 the United States exported one yard of cotton cloth for 
every 3-2 yards exported by Japan; in 1931 the ratio was one to 3*9; 
in 1935 one to 14*6. From a level of 564 million square yards in 1929, 
shipments from the United States fell to 187 million in 1935. (British 
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exports simultaneously dropped from 3,672 to 1,919 millions.) Japan's 
piece goods trade also declined through 1931: from 1,791 to 1,414 
million square yards. In the next four years, however, it almost 
doubled, reaching a record level of 2,725 millions in 1935. 

The earlier decrease in Japan's cloth exports had resulted largely 
from a contraction in her two leading markets, China and India. The 
China trade failed subsequently to recover, but by 1935 total piece 
goods exports to eastern and southern Asia had almost regained their 
1929 level as a result of compensating advances in Netherlands India, 
Manchoukuo, the Philippine Islands, British Malaya, and Siam. In this 
region the Philippine market is the only one where American exporters 
have done a substantial volume of business since the War. But in other 
areas as well, Japanese goods have penetrated rapidly, partly as a result 
of growing restrictions in older Asiatic markets. Whereas trade with 
eastern and southern Asia accounted for 85 per cent, of Japan's piece 
goods exports in 1929, it included only 55 per cent, in 1935. A large 
part of the export gain has occurred in shipments to Africa, Asia 
Minor, and Australia, but among the newer Japanese markets are also 
the countries of Latin America, which together with Canada and the 
Philippines make up the territories of recent significance in the export 
business of the American cotton textile industry. 

Table 9 records the recent decline in cotton cloth exports from the 
United States to most of its leading markets. A number of adverse 
factors have contributed to this trend. Among these Japanese com- 
petition, severe as it has been, is only one. First and foremost was 
the crushing impact of world depression on many of these countries, 
which were largely debtor and raw-material-producing areas. The 
inflow of foreign credits dried up; export prices collapsed; buying 
power was sharply curtailed ; and in Latin America currencies depre- 
ciated and exchange restrictions multiplied. The reduction of pur- 
chases of American textiles in these countries from 1929 to 1932, 
amounting to more than 30 per cent, in the case of cotton cloth, was 
largely due to lack of the means of payment, especially for imported 
goods. 

Their failure to recover appreciably, however, is chiefly a matter of 
competition. Some of this competition has come from domestic 
industries in importing areas, for textile production continues the 
process of dispersion begun many decades ago. Higher tariffs and 
exchange difficulties have recently accelerated the trend. Thus, Canada, 
Mexico, Argentina, Brazil, Chile, Ecuador, Peru, and even several 
Caribbean countries have added to their productive capacity in cotton 
goods since 1932. Canada and Brazil are now largely self-sufficient in 
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cotton manufactures, while elsewhere production is gaining rapidly in 
volume and variety, aided by the active encouragement of governments. 
If this tendency continues, as seems likely; it promises to limit the import 
trade of most of these countries increasingly to finer grades of yarn, 
hosiery, piece goods, and wearing apparel. 

Japanese Competition Abroad. 

In addition to these restrictive factors, competition from other 
exporting countries, notably Japan, has further reduced American 
shipments. This competition has come mainly in the form of cotton 
goods, though in some degree Japanese rayon textiles have cut into 
better-quality cotton goods markets. Japanese penetration in these 
areas, as previously observed, appears to have been stimulated in some 
degree by the decline of the China market after 1929 and, more 
recently, by checks imposed upon further Japanese expansion in the 
colonial regions of southern Asia and Africa. From 1932 to 1934 
sales of Japanese cotton piece goods recorded rapid advances in the 
Philippine Islands and Latin America, as shown in Table 9, although 
these markets still take only a small proportion of Japan's total cloth 
shipments. By 1934 her piece goods exports to the Philippines were 
almost 60 per cent, greater than those of the United States, and in the 
case of Argentina, Chile, Colombia, and Venezuela, taken together, they 
were four times as great. In the Caribbean area, moreover, American 
exporters retained their lead only by a heavy preponderance in Cuba. 

Did 1935 mark the peak of Japanese expansion in its recent phase ? 
Her gains tapered off in this year, as can be noted in the table, and the 
first six months of 1936 brought a definite downturn. Total exports of 
Japanese cotton goods in this half-year declined 3-9 percent, in quantity 
and 10-6 per cent, in value. This occurred despite large gains in ship- 
ments to Manchoukuo and to Europe. Even in 1935 Japanese sales in 
Latin America were falling ; and in the first half of 1936 they experi- 
enced a precipitous drop of 28 per cent, from the corresponding period 
of 1935. The overstocking of markets in previous years explains part 
of the decline ; but most of these losses are due to the rapid spread of 
severe restrictions on Japanese goods, either by severe quota limitation 
or by tariff increases approaching embargo rates in some cases. 

Despite this setback, however, Japan's exports of cotton cloth in 1935 
exceeded American exports in the case of all the countries and regions 
enumerated in Table 9 except Canada, Cuba, and 'other West Indies' 
(chiefly Jamaica) ; for all of them as a group the Japanese figure is 
almost double. To attempt to determine what would have been the 
course of American exports after 1932 had the factor of Japanese com- 
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petition been absent would carry us beyond the bounds of the present 
study, and would at best be only guesswork. Nevertheless, it seems 
reasonably clear that Japanese exporters have made substantial inroads 
in the foreign markets of the American cotton textile industry, even 
though total sales of American goods of all kinds in these same countries 
commonly run to five, ten, or even twenty times those of Japan. The in- 
creasing restrictions on Japanese textiles, however, and the general 
advance of economic recovery are reflected in the moderate upturn of 
American cloth exports in 1935. 

Price was the lever of success for the Japanese piece goods exporter 
in capturing new markets. His goods were usually inferior in quality at 
first, with a tendency to steady improvement. His local distribution 
methods, credit terms, packing, and advertising apparently gave no 
substantial advantage. He had usually to surmount an initial resis- 
tance to handling his goods on the part of local dealers, many of whom 
are Europeans and in some areas Chinese. His tendency to overload 
the market aroused much resentment. Except for a restricted quality 
trade, however, the usual price differential of 30 to 40 per cent, on 
Japanese goods proved irresistible, especially in a depression market. 
It enlarged the market, to be sure ; but it also attracted business from 
competitors. 

A good deal of the price advantage on Japanese piece goods afforded 
by the depreciation of the yen was passed on to the foreign buyer, to 
judge by the low prices prevailing abroad and the moderate rise in the 
yen prices of exports. The 41 per cent, reduction in the gold content 
of the dollar, it is true, might have been expected to lead to sub- 
stantial reductions in the gold prices of exports from the United States 
and a corresponding improvement in their competitive position rela- 
tive to 1932 or the early part of 1933. But at the same time production 
costs and prices in the American cotton textile industry rose rapidly. 
In point of fact, the average gold price of cloth exports in 1934, after 
devaluation, was little below its level two years previously. Their dollar 
price, on the other hand, was 50 per cent, higher. Dollar depreciation, 
in other words, failed on the whole to improve the competitive position 
of American cotton cloth abroad, though it did tend to offset in some 
degree other unfavourable factors. 1 

While low prices were the primary advantage of the Japanese ex- 
porter, a further aspect of competition should be noted. There is a good 
deal of testimony to the effect that the Japanese catered more indus- 
triously to the peculiarities of foreign markets. They gathered first- 

1 Cf. Cotton Textile Industry (Report of the Cabinet Committee), Senate Document 
No. 126, 74th Congress, 1st Session (Washington, 1935), pp. 106 et seq. 



248 TRADE AND TRADE RIVALRY BETWEEN THE 

hand information; their sampling was complete; they promptly 
executed small orders for special designs (often copied) ; and in general 
they adapted their goods more successfully to the style and price require- 
ments of local markets. The American firm is more apt to display a 
'take-it-or-leave-it 5 attitude. It is a common complaint that the 
American industry, with its preponderantly domestic market, is not 
'export-minded'. Nor does it have the established connexions abroad 
and the reputation for quality which Lancashire commonly enjoys. 
These factors, as well as those cited above, present obstacles to the 
recovery of the export trade. 

Bilateralism. 

On the other hand, if bilateral balancing of trade between individual 
countries becomes an established principle of commercial policy, Japan 
will be put at a heavy disadvantage in Latin America, where her pur- 
chases are negligible in comparison with those of the United States. In 
fact, as noted above, Japanese goods have already been placed under 
severe restriction in many Latin American countries through the appli- 
cation of quotas, multiple-tariff systems, and exchange restrictions. 
The need for rectifying one-sided trade balances has been a common 
justification, though the real motives often seem to have been simply 
the hope of forcing Japan to buy more, together with the protection of 
rising domestic industries. On both grounds Japan is in a vulnerable 
position, for not only do her sales greatly exceed her purchases, but her 
staple fabrics tend to compete severely with domestic output in these 
countries. 

In response to this pressure, Japan has been experimenting with 
schemes to encourage imports from Latin America, even imposing fees 
upon exports to secure funds for use in subsidizing imports. These 
measures are likely to be extended in the future with the increasing 
control of the Japanese Government over the import and export 
trade of the country. Their effect will be to shift Japanese purchases in 
some degree to these countries and away from countries like the United 
States and Australia which are imposing higher tariffs on Japanese 
goods despite the fact that they enjoy favourable balances in trade with 
Japan. But these schemes for encouraging imports have so far been 
attended with only slight success. The reasons are to be found in 
Japan's present self-sufficiency in commodities like sugar and wheat, 
her slight demand for others like coffee, and the varied difficulties 
involved in shifting from one source of supply to another, as from 
Australia to Argentina in the case of wool, or from the United States to 
Brazil and Peru in the case of cotton. 
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The contrast between the trade balances of Japan and the United 
States in Latin America, it is true, might be a powerful lever for the 
American Government in securing a favoured position for American 
goods in these markets, if the administration chose to make use of it. 
Secretary Hull, however, has resolutely declined to adopt the primitive 
policy of bilateralism, 1 or to push for special concessions according 
preferential treatment to American products. It is the official view 
that the piling up of such restrictions on international trade in recent 
years has had much to do with the stagnation of American exports and 
of world trade in general. Thus whatever discrimination now exists 
against Japanese goods in Latin American markets is not the result of 
pressure from Washington. But, irrespective of the tariff policy pursued 
by the United States, it may well be that the opportunity for a volume 
trade in staple cotton fabrics has now generally disappeared, as it faded 
in the Orient twenty -five years ago. By 1935 export sales in the 
Philippine Islands and Cuba, even at their reduced levels, had come to 
represent more than half the total American export trade in cotton 
fabrics ; and it was only in these two markets one colonial and the 
other semi-colonial that American exporters still did a substantial 
amount of business. 

Cotton Goods Imports from Japan. 

Turning now to the domestic cotton goods market of the United 
States, we come to a phase of Japanese competition which is less sig- 
nificant quantitatively but which has aroused widespread concern 
among American manufacturers. Cotton manufactures imported from 
Japan, as indicated in Table 10, include a wide variety of products 
totalling $3-4 millions in 1934 and perhaps as much as $6 millions, or 
about one -sixth of cotton goods imports from all countries, in 1935. 
Three items are of preponderant importance: rags, rugs, and count- 

1 If bilateral canalizing of trade becomes a generally accepted commercial policy, 
it will force drastic revisions in the structure of world trade, as it already has in some 
degree. For the United States, with its wealth of resources, the problem is perhaps less 
acute than for many other countries. Yet it can readily be seen that under bilateral 
conditions agricultural exports to Europe can recover only at the price of enormously 
expanded imports of European manufactures. In other areas, as pointed out by Folke 
Hilgerdt (Index, Svenska Handelsbanken, Stockholm, August 1935, pp. 186-8), bilateral- 
ism, if perpetuated, will intensify competition among industrial countries to secure raw 
materials by direct exports to areas where production of such materials is often localized. 
In the political realm it thus threatens to sharpen political rivalries for control over 
undeveloped countries and to foster the Closed Door in colonial policy. Factors such as 
the above explain why the principle of bilateralism has not met with official favour in the 
United States any more than in Japan. For a further discussion of the opposition of the 
American Government to bilateralism, as revealed in the trade agreements programme, 
see Lockwood, The Foreign Trade Policy of the United States, pp. 28-9 and 43-6. 
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TABLE 10. UNITED STATES IMPORTS OF COTTON GOODS FROM JAPAN* 
(Quantities in thousands of specified units ; values in 
thousands of dollars) 





Quantity 


Value 


Unit 


1929 


1933 


1934 


1935 


1929 


1933 


1934 


1935 


Total cotton goods 


. . 


. . 


, . 


. . 


, , 


2,880 


2,276 


3,364 


.-II 


Countable cloth . 


sq. yds. 


1,217 


1,116 


7,287 


36,475 


189 


79 


363 


1,728 


Velveteens 


sq.yds. 


t 


t 


84 


1,794 


t 


t 


16 


268 


Table covers, 




















napkins, <kc. 


. , 










63 


121 


163 


398 


Handkerchiefs 




















and mufflers 


dozens 


..t 


62 


780 


2,737 


t 


6 


80 


254 


Knit hosiery 


doz. pro. 


15 


187 


271 


645 


9 


62 


103 


225 


Floor coverings J . 


sq. yds. 


4,653 


9,869 


10,578 


12,622 


1,880 


1,146 


1,346 


1,421 


Rags (except 




















paper stock) 


pounds 





15,527 


17,199 


24,466 





465 


713 


1,082 


Other goods 

















739 


397 


580 


.-II 



* Data are for general imports through 1033 ; import* for consumption thereafter. 

II Data incomplete. 

t No imports, or valued at less than $1,000. 

I After 1933, includes rice straw and grass rugs, previously classified elsewhere. 

Included in 'other goods'. 

Sources: Foreign Commerce and Navigation of the United States, and other official sources. 

able cotton cloth. 1 Imports of certain other Japanese goods, notably 
cotton hosiery, handkerchiefs, fish nets, velveteens, and corduroys have 
also mounted rapidly and have occasioned protests from American 
manufacturers. 2 The remainder of the import trade consists largely 
of small amounts of household articles and wearing apparel, mostly 
novelties and specialties, which manage to surmount the high tariff 
fencing off the American market. In the domestic cotton goods mar- 
ket as a whole, these smaller imports are obviously of minor significance. 
The characteristics of Japanese textile competition will be sufficiently in- 
dicated by a consideration of the larger items which make up the bulk 
of the import trade. 

Cotton Rugs. 

Cotton rags and rugs might almost be classed together, for, with the 
exception of small shipments of rather expensive cotton rugs from 

1 Countable cloth consists of woven goods over 12 inches in width and subject to 
United States tariff duties which progress according to yarn count. This excludes a 
few special classes of cloth, but comprises the great bulk of goods woven by the domestic 
cotton textile industry. 

9 Most important of these is cotton hosiery chiefly low-quality men's hose. Imports 
during the first six months of 1936 amounted to 893,377 dozen pairs, or over three times 
the total for the year 1934. The decline of shipments after June 1936 suggested an effort 
on the part of Japanese producers and American importers to restrict the trade and 
ward off a threatened increase in the United States tariff. 
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Europe, the former is the chief raw material of the latter, and imports . 
of both come very largely from Japan. Imported rags consist prin- 
cipally of old kimonos and the like, torn up and processed for use as 
wiping rags, and dutiable at about 70 per cent, in 1934 and 1935. Cotton 
floor coverings present more of a competitive problem. They com- 
prise a variety of woven, braided, and hooked rugs, which are produced 
in the United States partly by factories and partly by rural workshops 
and public institutions. Shipments from Japan recorded a spectacular 
increase after 1930, despite duties ranging from 35 to 75 per cent. By 
the end of 1933 they dominated the American market, so far as the 
cheaper grades were concerned. They also enlarged the market, it is 
fair to say, for 16- and 25-cent rugs, distributed through chain stores and 
bargain basements, which were the only type of floor covering within the 
means of many consumers. Nevertheless, the market for domestic rugs, 
similar in character though generally superior in quality, was increas- 
ingly curtailed, and the administration found itself handicapped in 1933 
in its efforts to justify and maintain N.R.A. wage increases and the pro- 
cessing tax on cotton, so far as this particular industry was concerned. 

Here, as elsewhere, the fall of the yen played a large part in stimu- 
lating imports from Japan, while the rise in domestic costs and prices 
in the United States in 1933 was an added inducement. It should be 
added, however, that the cotton rug industry is one where Japanese 
competition is likely to be particularly effective, and had proved itself 
so even before 1933. The Japanese producer enjoys a competitive 
advantage in the relative cheapness of rags, waste, and other materials 
which are a large item of cost. Moreover, the manufacture of rag rugs, 
chenille rugs, and other types imported from Japan is a small-scale in- 
dustry in both countries. Since it makes only limited use of mechanized 
equipment, direct labour costs are an important element in competition. 
Therefore the industry is one where the American wage scale, or any- 
thing approaching it, is likely to be a substantial handicap in inter- 
national competition. 

As a matter of fact, the wage scale of the industry is well below the 
American standard. Moreover, in this respect it is typical of most of the 
industries adversely affected by Japanese competition. This demon- 
strates again a long -recognized fact. It is not the American wage scale 
in general which is threatened by competition from Japan but only 
wage rates in those industries where much labour is required and where 
the per capita output of that labour is low. In such industries any 
country like the United States with a relative scarcity of labour in pro- 
portion to the other agents of production will have difficulty in com- 
peting with Japan. 
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The influx of Japanese cotton rugs was checked by administrative 
action in June 1934. On several types of rugs substantial fees were 
imposed under Section 3 (e) of the National Industrial Recovery Act. 
These fees were retained until the act was declared unconstitutional 
by the Supreme Court a year later. In addition, Japanese exporters 
agreed 'voluntarily' to restrict their shipments to the United States 
within certain specified limits. These officially negotiated quotas, with 
slight modifications, are still in force. The maximum specified for all 
classes was originally set at 8 million square yards for the year ending 
May 31, 1935, as compared with imports for consumption in 1933 of 
9 millions. In April 1935 this was lowered to 7-6 million yards. A year 
later, however, the limit on total imports from Japan for the year end- 
ing May 31, 1936, was readjusted upward to 8-1 millions, which is esti- 
mated to be about equal to current production in the United States. 

Influx of Cotton Cloth. 

While cotton rugs are a minor item in textile production in the 
United States, cloth is the principal product of the cotton textile indus- 
try. Here rising imports from Japan have recently attracted wide- 
spread attention and led to urgent appeals from the industry for 
higher protection. During the decade prior to 1933 purchases of 
Japanese cloth had fallen from over 10 million square yards to less 
than 1 million. In fact, total cloth imports from all countries had 
dwindled from 219 million square yards to 29 millions, chiefly as a 
result of reduced purchases from Great Britain. But from the end 
of 1934 onwards, increasing shipments from Japan reversed the down- 
ward trend, as shown in the following import figures (in millions of 
square yards) : l 

From Japan From Other Countries Total 

1933 .... 1-1 40-2 41-3 

1934 

1st half ... 2-1 22-8 24-9 

2nd half ... 5-2 10-4 15-6 

1935 

1st half . . . 21-5(33-7) 15-1 36-6 

2nd half . . . 15-0(15-3) 12-1 27-1 

1936 
1st half . . . 45-3(35-5) 18-5 63-8 

1 United States Department of Commerce, Textiles and Allied Products, passim. 
Imports for consumption, as given here, are somewhat misleading unless properly under- 
stood. Goods imported and placed in bonded customs warehouses are not recorded 
above as imports until withdrawn for consumption. Now the figures given above show 
that imports from Japan in the first half of 1936 were double those of the corresponding 
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The first point to be noted with regard to imports from Japan is that 
even with the rapid rise recorded above, total imports remain small in 
quantity. They are small in comparison with former imports from 
England and Europe, and small in comparison with current exports. 
When it comes to total cotton cloth production in the United States, im- 
ports are almost microscopic by comparison. Domestic output of woven 
cotton goods is estimated to have exceeded 7,000 millions in 1934 and 
1935. While recent figures are not available for countable cotton cloth 
alone, this class usually runs to 90 per cent, of total woven goods. Had 
Japanese shipments continued through 1935 at the record level set in 
the first quarter of the year, they would have amounted to less than 
1 per cent, of domestic production. At their actual 1935 figure of 36 
million yards, or at two or three times this figure for that matter, they 
could not possibly be a substantial factor in fluctuations of domestic 
cloth output, which may amount to as much as a billion yards in a 
single year. 

The storm raised by domestic textile interests over Japanese goods 
is hardly to be explained by such comparisons as the above. Several 
further facts should be observed. First, the prices quoted on Japanese 
fabrics were well below domestic levels. 1 Their effect on the market 
was probably somewhat greater than the small quantities actually im- 
ported would suggest, especially when dealers anticipated a continuing 
increase in shipments. "Japanese goods', said an eloquent attorney 
for the domestic industry before the Tariff Commission, 'are a teaspoon 
of poison in the well/ 

Second, Japanese competition was concentrated in a narrow range of 
goods where it was keenly felt by a few manufacturers. Imports have 
been confined chiefly to light-weight bleached underwear and handker- 
chief cloths, on which the duties have run from 25 to 30 per cent. 
Shipments of other types have proved so far rather unsuccessful. These 
Japanese cloths are much more directly competitive with domestic 
production than the finer fabrics customarily imported from the United 
Kingdom and Switzerland or the hand-loom crepe cloth formerly im- 

period of 1935. But what they fail to show is that warehouse stocks increased 12-5 million, 
square yards in the earlier period and were drawn down 9*7 millions in the later. When 
allowance is made for these changes in warehouse stocks, the increase in imports in 1 936 
is much less spectacular. Substituting 'entries into warehouse* for * withdrawals from 
warehouse*, imports in the last three half-year periods listed above were 33*7, 15*3, and 
35*5 million yards respectively, as shown by the figures in parentheses in the table. 

1 For a detailed study of Japanese competition in the American market see United 
States Tariff Commission, Cotton Cloth, Report 112, Second Series (Washington, 1936). 
On comparable types of bleached goods, delivered in New York, the Commission found 
that the prices of Japanese cloth early in 1935 averaged 28 per cent, below American 
-costs. 
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ported in volume from Japan. If we narrow the comparison to the parti- 
cular type of domestic cloth directly competitive with Japanese bleached 
goods bleached print cloth the ratio of imports to domestic output 
in 1935 was 126 per cent. It is obvious, however, that to get even this 
percentage we are excluding from consideration all but a small sector 
of the American cotton textile industry as a whole. 

Finally, and most important, the influx of Japanese goods, com- 
mencing in December 1934, could hardly have been better timed for 
the purpose of creating alarm among domestic manufacturers. The 
year had been a poor one, a reaction from the boom of 1933. The com- 
ing of the New Deal had at first brought a rapid rise in profits and 
production. Costs had also mounted from the low levels of 1932, to 
be sure. On cotton print cloths, for example, unit labour costs in 21 
representative mills rose 100 per cent, between March and October 
1933 ; the cost of raw cotton, with the processing tax now added, also 
doubled ; and total unit costs rose 80 per cent. 1 But prices soared even 
more rapidly. Profits reappeared, employment and pay -rolls mounted, 
and the N.R.A. was hailed with enthusiasm. 

Before long, however, it became apparent that the mills had over- 
reached their market. In 1934 stocks piled up, depressing prices and 
mill margins once more. A great strike gripped textile centres in the 
autumn ; and with production again ebbing the industry was once more 
in the red. It was at this juncture that comparatively large shipments 
of Japanese cloth began to arrive in American ports. Mill owners now 
found the uncertainties of Japanese competition at home added to 
the loss of foreign markets, the processing tax on cotton, the new wage 
minima under the code, militant unionism and, most important, internal 
deficiencies in industrial organization which had long kept cotton 
textiles in the category of chronically sick industries. 

Campaign for Import Restriction. 

In the spring of 1935 a determined campaign was launched by manu- 
facturers against imports from Japan and the processing tax two 
grievances for which remedies were at least ready at hand, if the 
administration cared to use them. Chambers of commerce passed reso- 
lutions; textile associations circularized their members; governors of 
textile states descended upon Washington ; and members of Congress, 
especially Republicans, urged on by a rising tide of telegrams and 

1 Cotton Textile Industry, op. cit., p. 55. It should be pointed out that the processing 
tax was not a factor materially affecting foreign trade in cotton manufactures. On 
exports it was refunded, though commonly with some delay; and on imports a com- 
pensating levy was imposed during the life of the tax. 
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petitions, demanded that something be done to save the industry from 
disintegration. 'This is no time for kid gloves in diplomacy,' said the 
Textile Bulletin on March 14 ; 'a real fight and raising a certain amount 
of "hell" are the only things which will cause the administration to do 
anything to retard the flow of Japanese goods.' Congresswoman Rogers 
from Massachusetts, in the words of the Washington Herald, April 18, 
' shook the House out of lethargy by declaring that every industry in the 
country is menaced by Japanese imports and invited members to a dis- 
play in the cloakroom to see for themselves'. 

Among those groups with a direct stake in the cotton textile industry 
only organized labour refused to join in the hue and cry over Japanese 
competition and the processing tax. Regarding the former, John W. 
Edelman, director of research for the American Federation of Hosiery 
Workers, expressed himself as follows in a radio broadcast on April 13: 
'Labour in the textile industry to-day refuses to have its attention 
diverted from the basic evils of the industry by any scare over the 
menace of Japanese imports. The real cure for the ills of the textile 
industry does not lie in the direction of increased tariffs.' 

The administration also lent a rather unsympathetic ear to the 
appeals from the industry for relief, so far as these two issues were 
concerned. Secretary Wallace was a bitter-end defender of the process- 
ing tax on cotton and had stood with Secretary Hull on the general 
principle of lowering rather than raising the American tariff. Never- 
theless, two inquiries into the import situation were launched by the 
Tariff Commission, one under Section 3 (e) of the National Industrial 
Recovery Act (subsequently dropped when the act was declared invalid) 
and the other under Section 336 of the Tariff Act. A Cabinet committee 
was also appointed by the President to examine broadly the plight of 
the industry. It was directed to give especial attention to the matter 
of obsolete equipment, which the President himself was reported in 
the press to have characterized as 'the milk of the coconut'. In due 
time an elaborate report was forthcoming, setting forth the problems 
of the industry at some length. As regards imports, in particular, it 
proposed a voluntary and friendly agreement with Japan limiting 
shipments of cotton textiles to the United States. 

Such an understanding was, in fact, concluded at the end of 1936 on 
the initiative of the Department of State. On December 21, according 
to an announcement from that department, Ambassador Saito stated 
that Japanese exporters of cotton textiles had agreed voluntarily to 
hold shipments to the United States at 'moderate levels', and that 
there was little likelihood of any recurrence of such abnormal increases 
as had occurred early in the year. In point of fact, some limitation was 
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apparently already being attempted in Japan, through an exporters' 
association formed in April 1935. For here, as in other markets, Japan 
had learned from experience the value of precautionary restraint in 
exporting to markets where hostile curbs threatened, and had instituted 
extensive machinery to restrict the volume and raise the price of exports 
when such action was deemed expedient. 1 

This understanding, however, was too vague to satisfy American 
manufacturers, although their apprehension was somewhat allayed by 
the rapid return of prosperity to the industry. Early in 1936, indeed, 
imports again rose sharply, which seemed to call into question Ambas- 
sador Saito's assurances. In May the President, acting on the recom- 
mendations of the Tariff Commission, raised the duties by an average of 
42 per cent, on cotton cloth of the competitive type then being imported 
from Japan. Shipments from Japan dropped sharply in July and 
August, but it is uncertain how much this was due to the higher duty 
and how much to prudent export control in Japan. 

So the matter stood in the autumn of 1936. The competitive advance 
of the Japanese industry had introduced a new factor in the interna- 
tional position of the American industry. Imports remained small in 
comparison with domestic output, and the alarm of 1935, which 
bordered on panic, had subsided with the marked improvement in 
domestic markets and mill activity. Under strong pressure for almost 
two years, the administration had raised the tariff moderately ; but this 
action failed to reassure domestic manufacturers, while in Japan it 
provoked resentment. With the trade balance now against her, 2 Japan 
talks of retaliating against increasing restrictions on her goods in the 
United States by shifting her purchases to other countries which are now 
pressing her to buy more in their markets if she would continue to sell. 
Late in October a private marketing agreement between the Japanese 
and American industries was proposed by a spokesman for the American 
industry, who declared that such a solution of the controversy had the 
approval of both governments. 

If moderate restriction of imports from Japan is deemed necessary 
under present circumstances, recent experience shows that ordinary 
tariff duties are an unsatisfactory mechanism to employ. Once raised, 
they can be lowered with difficulty, even if no longer justified. More 
importantly, they fail to relieve the uncertainty over imports in the near 
future, which may have a depressing effect on markets even though the 

1 Cf. William W. Loekwood, Jr., and M. Matsuo, 'Export Control in Japan 1 . Far 
Eastern Survey, August 28, 1035. 

* How long this will continue to be true is a matter of doubt (see Table 2). If present . 
trends continue the balance will swing back in favour of Japan within a year or so. 
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actual quantity imported is small. A situation like that under considera- 
tion apparently calls for the use of an expanding quota, negotiated 
bilaterally with an eye to the total trade relations of the two countries 
and providing some degree of assurance and stability over a two- or 
three-year period. 

Such an agreement has, in fact, been negotiated with respect to the 
Philippine market, although here a fixed limit was imposed on Japanese 
shipments of cotton textiles. 

American exporting interests for some time had pressed for higher 
protection against the invasion of Japanese cotton goods. In October 
1935 Japan consented to limit exports to a definite maximum of 45 
million square metres annually for two years beginning August 1, 1935, 
provided a threatened increase in Philippine tariffs failed to materialize. 
The arrangement gives Japanese exporters 42 per cent, of the Philippine 
piece goods market at its 1931-4 level, or a somewhat larger share if one 
excludes from consideration the American cloth re-exported in the form 
of embroidered wearing apparel. It thus represents a compromise 
between the heavy Japanese shipments of 1934 and 1935 and the smaller 
amounts of earlier years. Through this restrictive action the United 
States, while curbing her own imports of Philippine produce and taking 
steps to abandon political control over the Islands, has alined herself 
with the other colonial powers who have recently moved to curb the 
influx of Japanese goods and reserve colonial markets for their own 
exporters. The action is tentative, however ; the future of American 
policy in the Philippines is uncertain. The * gentleman's agreement' 
with Japan, it should be noted, has been attended with several practical 
difficulties in operation. 1 Chief among these is the rise of a large trans- 
shipment trade in Japanese cotton goods through Hong Kong dealers. 
It is understood that measures are being taken by the Japanese Ex- 
porters' Association to control this trade and prevent it from disrupting 
the agreement. There seems to be general agreement on both sides that 
if restriction is to be applied this method is less objectionable than 
resort to tariff action. Whether any restriction at all is wise or justi- 
fiable is a question upon which it is outside the scope of this paper to 
pass judgement. 

CONCLUSION 
Problems of Adjustment. 

Japan's rapid advance in world trade in manufactures serves to 
emphasize the general problem arising when sudden dislocations in 
established price and exchange relationships redistribute markets, 

1 For details, see -Far Eastern Survey, Nov. 6, 1935, pp. 179-80, and Oct. 21, 1936, 
pp. 227-8. 

S 
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This advance has been grossly exaggerated in both its scope and its 
strength. Coming as it did, however, at a time when competitive indus- 
tries in other countries were already suffering from falling demand and 
redundant capacity, it laid upon these industries an added burden of 
read j ustment . There are , of course, checks upon displacement of this sort , 
and some of it is undoubtedly temporary in character. But to some 
extent such a new-found advantage may be cumulative rather than self- 
limiting. In an expanding industry, for example, it is a common- 
place that greater volume may bring economies of operation and 
also large profits which facilitate new installations of modern equip- 
ment and further gains in competitive strength. Elsewhere conditions 
are likely to be just the reverse. Moreover, in the period under discus- 
sion certain recovery policies in the United States apparently tended 
further to weaken the international competitive position of some 
American industries, among them the cotton textile industry. 1 

Without minimizing the difficulty of making such readjustments and 
restoring some kind of equilibrium, it should be recalled that Japan's 
successful drive in world markets was itself the outcome in good part 
of violent disturbances in her own economy early in the depression, 
which set in motion a train of repercussions in subsequent years. In 
some degree, as well, Japanese trade expansion may be said to have 
represented a belated response to the steady pressure of expanding 
population through a decade or more. 

Broad Characteristics of Trade. 

The period under review is in almost every respect a highly abnormal 
one. In both the United States and Japan it has witnessed an economic 
crisis of the first magnitude, followed by a measure of recovery. Long- 
run tendencies in industry, trade, and governmental policy have been 
obscured by erratic movements which reveal little except the instability 
of both economic systems, and the increasing tendency towards state 
intervention in one form or another. Currencies have fluctuated widely ; 
governments have pursued emergency policies in finance, production 
controls, and the like ; and various industries have found opportunities 
or faced barriers in international competition which were essentially 
impermanent in character. Under these circumstances it is idle to 
attempt to distinguish the short run from the long run, the ephemeral 
from the enduring. 

1 Generally speaking, however, the depreciation of the dollar more than offset the 
increase in the production costs of American industries under the recovery programme. 
Cf. H. D. Gresham, Foreign Trade under the National Industrial Recovery Act, Office of 
National Recovery Administration, Division of Review, March, 1936, p. 10. 
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Nevertheless, it may be observed that the broad characteristics of 
trade between the United States and Japan remain as they were. The 
exchange of raw cotton for raw silk remains the dominant feature. Re- 
cent years, however, have substantially altered the relative quantities 
prices, and values of the two as a result of relative shifts in demand and 
the contrasting agricultural policies pursued by the two governments. 
A number of lesser items in both import and export trade have also 
increased in volume since 1931 a gain associated largely with the 
increased competitive strength of Japanese manufactures in world 
markets since the depreciation of the yen. But the direct effects of 
Japan's industrial expansion on direct trade between the two countries 
have been, on the whole, slight, except as Japanese industries have 
turned to the United States for increasing supplies of materials and 
equipment. 

It thus appears that as a result of long-standing tariff policies and 
contrasts in the comparative advantage of the two countries the bulk 
of Japanese-American trade is still the exchange of raw materials and 
semi-manufactures which are non-competitive with the domestic pro- 
ducts of the receiving country. The remainder consists principally 
of a few American products of large-scale mechanized manufacture in 
the United States and a variety of miscellaneous wares from Japan. 
Most of the latter are still the products of small-scale industries em- 
ploying a good deal of hand labour engaged in comparatively primitive 
processes of production, though there is evidence in recent Japanese 
trade with the United States, as well as elsewhere, of rapid advances 
in the industrial arts and in capitalistic modes of production, especially 
as applied to the textile industries. 

So far as competition in third markets is concerned, the trade of the 
two countries is largely non-competitive, though Japan's successful 
drive in cotton textiles has been an important factor in the decline of 
cotton goods exports from the United States. By comparison, how- 
ever, the growth of trade barriers and currency restrictions in Europe, 
which showed little sign of abatement as late as 1935, has had much 
more to do with continuing overcapacity in American export indus- 
tries as a whole. Notwithstanding the uncertainties of trade with 
China and the Philippines, there is little evidence so far that American 
industry need fear Japanese competition on a sizable scale in its 
present markets. Nor is there anything to suggest that the national 
economic interests of the two countries, as distinguished from minority 
group interests, stand in opposition to each other. The past decade, 
however, abundantly proves that the economies of both countries are 
thoroughly unstable. As long as this continues to be true, future 
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economic and perhaps political relationships between the two are 
largely unpredictable. 

Questions of Pdicy. 

To the extent that new possibilities have recently developed for 
importing Japanese manufactures into the United States, two questions 
of national policy are presented: first, whether the United States 
should take advantage of offers from Japan of cheap consumers' 
goods; and second, if such goods are to be admitted in increasing 
quantities, how best to readjust whatever dislocations may result in 
domestic industry. 

But there is also a larger issue of policy vis-d-vis Japanese trade. Is 
a country like Japan to be allowed to procure raw materials and food- 
stuffs abroad through the processes of peaceful selling in world markets 
(and for Japan this means especially the Pacific area), or, in the face of 
rising barriers against her goods in the United States, and in the 
British, Dutch, and French empires, must she seek the extension of 
political controls abroad by armed conquest and other means in order 
to assure herself of access to necessary supplies ? To call attention to 
this alternative is not to imply a justification of Japanese imperialism 
as practised to-day ; but there is little doubt that the unreceptiveness 
of the outside world to Japanese goods provokes a feeling of insecurity 
and offers an incentive and a rationale for attempts at empire-building. 

The fact is that the principal threat to the ready acquisition of raw 
materials by industrial countries to-day lies, not in particular raw-mate- 
rial monopolies organized by primary producers, but in the inability 
of needy customers to export their own goods in payment for such 
supplies. This results from the recent break-down of international 
exchange, and from the piling up of trade barriers fostered by the spread 
of economic nationalism and the pressure of rival industrial interests 
seeking competitive advantages in the domestic and foreign markets 
which their governments control. Japan has contributed her share to 
this state of affairs ; but her own security and future development are in 
turn menaced by similar tendencies among those countries upon which 
she relies heavily for industrial raw materials. How to break this vicious 
circle is one of the major problems of the Pacific. For Americans it 
poses the question as to whether the United States can minimize her 
foreign contacts, lock up her resources for her own use, and abandon the 
rest of the world to its own devices, or whether she must inevitably be 
involved and hence should throw herself into the task of devising 
orderly solutions on an international scale, with whatever domestic 
readjustments they may entail. 



DOCUMENT II 

FACTORS AFFECTING THE RECENT INDUSTRIAL 
DEVELOPMENT OF JAPAN 

KAMEKICHI TAKAHASHI 
Director, Takahashi Economic Research Institute, Tokyo 

UNDERLYING FACTORS 

THE remarkable development of Japanese industry in recent years, 
though sometimes described by casual observers as A phenomenon 
abruptly taking place, is really an outcome of a natural course of 
development for a long period in the past, only its final stage emerging 
with a striking suddenness encouraged by various factors to be ex- 
pounded below. The true and fundamental explanation of the develop- 
ment should be sought not so much in the depreciation of the yen or low 
labour costs in Japan as the following facts. First, the efforts under- 
taken both by the Government and by the industrialists since the 
Russo-Japanese War to promote industrial development have now 
borne fruit. To analyse this statement further, (1) the investments in 
the past have come to the stage of yielding a return, (2) all the trials 
and experiments have contributed to the establishment of what we may 
call the Japanese way of conducting manufacture and business, and 
(3) the results of rationalization and other sacrifices have come to 
appear. 

Second, various shortcomings of Japanese industry have been over- 
come. In the past, Japanese industry suffered from (1) the lack of 
capital and a high rate of capital-interest, (2) lack of skill and experience 
in making and repairing machinery, (3) poor technical training and low 
productivity of labour, and (4) difficulty in selling goods on markets 
already occupied by the industrially advanced countries. 

But in recent years the interest-rate on industrial capital has greatly 
been lowered; the difference between the Japanese interest-rate and 
that of Great Britain, which was as much as 3 per cent, in the pre-War 
days, has been decreased to 1 per cent, and is likely to be made still 
smaller. This tendency is reflected in the change of Japan from a capital 
importing country to a capital exporting country. In this connexion, 
we must not overlook the fact that the financial panic of 1927 in Japan 
taught her valuable lessons, for since then both the country's financial 
organization and the financial basis of various capitalistic enterprises 
have greatly been improved. 
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The disadvantages as to machinery have also been overcome almost 
completely. The fact that the cost of machinery was unusually high 
compared with that of labour has induced Japanese industrialists to 
concentrate their attention on improvements in machinery. Moreover, 
to such an industrially backward country as Japan, the introduction 
and improvement of machinery meant a greater competitive power 
against the advanced countries both in home and overseas markets and 
therefore an increased industrial activity. Unlike the position in 
Western countries, it meant more employment instead of unemploy- 
ment. Thus, not only has improvement in machinery been achieved to 
a greater extent than in Western countries, but a large measure of self- 
sufficiency in machinery has been attained. Next, the low efficiency of 
labour in the past was due to the lack of mechanical equipment rather 
than the inherent productive capacity of the labourer himself. Conse- 
quently, as experience has grown in dealing with advanced machinery, 
the labourer has come to acquire a greater skill and, inasmuch as 
machinery has been improved, the efficiency of labour has gradually 
been increased. Lastly, the narrowness of markets due to the back- 
wardness of Japanese industry has compelled Japan to take great pains 
in seeking constantly for better methods of purchasing raw materials 
and marketing goods ; in short, in improving the organizational side of 
industry. Fruits of these efforts are now being amply reaped. 

The strong points of Japanese industry which have come to make 
themselves felt in recent years may be enumerated as : (1) Geographical 
advantages. The situation of Japan in the middle of the vast East 
Asiatic region producing agricultural raw materials and purchasing 
manufactured goods is very advantageous both from the point of view 
of access to raw materials and the marketing of industrial goods. More- 
over, being an island country, Japan can rely solely on the sea-trans- 
portation, which is considerably less expensive than land-transportation. 
(2) Advantages in relation to standards of living and social customs. 
In so far as standards of living and customs are concerned, agricultural 
countries which import manufactured goods such as British India, 
South East Asia, Latin America, and the Near East are much nearer to 
Japan than to the advanced industrial countries in the West. This 
must be one of the big reasons for the success of Japanese industry in 
recent years. (3) Density of population. Though a serious shortcoming 
from the social point of view, from the capitalistic viewpoint over- 
population can serve as a powerful competitive weapon in the form of 
abundant cheap labour. Especially so, when the productive capacity of 
labour has been raised. (4) Inborn qualities of the industrial labourer. 
Unlike some low-living-standard peoples, Japanese are endowed with 
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quite high qualities mentally, physically, and industrially. One notable 
example is that girls working in cotton mills can master the technical 
requirements, in the case of better ones, within one month, and even in 
the case of inferior ones within three months. And this period has 
always been on the decline ever since the Sino-Japanese War. (5) Ad- 
vantages peculiar to a late-comer. Taking lessons from the experience 
of advanced countries, Japanese capitalists have successfully prevented 
the relationship between capital and labour from becoming too rigid. 
They have gone farther than those in the West in undertaking deliberate 
and progressive reforms in the matter of industrial organization. They 
have freely drawn on advanced machinery and other equipment, and in 
building factories and other establishments have imitated or even im- 
proved on the most efficient scale and arrangements theretofore existing. 
On account of the special circumstances to be referred to below, the 
rise in wages and other improvements in labour conditions which ought 
otherwise to have accompanied industrial development did not occur in 
Japan. In consequence, a decline in the price of manufactured goods 
coupled with an increase in profits of capitalists has accelerated the 
competitive power of Japanese industry. Lastly, the slowing up of 
industrial development in older Western countries has given an oppor- 
tunity to Japanese industry to attain some of its potential development. 

IMMEDIATE FACTORS 

To these underlying factors have been added more direct causes in 
recent years, namely, first, the world depression which started in 1929 ; 
second, the budgetary expansion of the Japanese Government and the 
development of Manchoukuo ; and third, the depreciation of the yen. 

The world depression provided a chance for Japanese economic ex- 
pansion, for Japanese industry possessed a greater adaptability to the 
decline of the price level than other countries in the West, especially 
Great Britain, where the rigid economic relationships proved an almost 
fatal obstacle in overcoming the depression. Consequently, the com- 
petitive power of Japanese industry has substantially increased relative 
to these countries. 

Then, the Manchurian Incident brought in its train the budgetary 
expansion on the part of the Japanese Government and the depreciation 
of the yen, both of which have furnished Japanese industry with very 
effective stimuli. During the period between 1932 and 1935 government 
expenditures for relief purposes were 660 million yen, while those for 
military purposes were 1,750 million. The annual average of these 
expenditures, 600 million yen, was equivalent to 40 per cent, of the 
total expenditures of the Government for 1930, and these were raised 
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mostly by government borrowings. The present Japanese investment in 
Manchoukuo is approximately 900 million yen. The fact that the Man- 
churian market has been secured to Japan should also not be overlooked, 
although whether this means a net gain or a loss remains yet to be 
ascertained. 

It is true that currency depreciation particularly favoured Japan, for 
between 1931 and 1935 the yen depreciated by 60 per cent, while the 
depreciation of the dollar and the pound sterling was respectively 41 
and 35 per cent. At the same time there is a still greater reason why 
currency depreciation was particularly advantageous to Japan: in 
European countries and the United States the gold embargo and 
currency depreciation were essentially means of readjusting the indus- 
trial and financial dislocations resulting from the collapse of prices, but 
in Japan, where depression started earlier than in these countries, it 
was after a wholesale readjustment had nearly been completed in the 
business world that the gold standard was abandoned and the yen began 
to fall. Consequently, while in Western countries the effect of currency 
depreciation was of negative nature, consisting as it did in relieving the 
burden of depression, in Japan it was a positive one almost wholly 
serving to consolidate her competitive power in the economic sphere. 

TIME FACTOR IN THE WORLD DEPRESSION 
One very important fact which must not be overlooked in observing 
the recent industrial development of Japan is that the depression visited 
Japan considerably earlier than Western countries, for in 1927, when the 
United States was still enjoying * eternal prosperity', Japan was in the 
middle of one of the biggest financial panics which had ever visited 
the country. By the time the depression which started in 1929 was 
raging all over the world Japan was well on its way towards consolidat- 
ing effective means to overcome the depression, thanks to the drastic 
rationalization and other methods of readjustment forced upon her in 
the previous years. It was natural from the time point of view, there- 
fore, that Japan should have been the first to emerge prosperous out of 
the depression. 

This time-difference between the Japanese depression and the world 
depression may be indicated by a comparison of indices of stock-market 
quotations in Japan, the United States, and Great Britain. Putting the 
figures for 1921 in these countries all at 100, the figures for 1929 will be 
found to be for Japan 71-4, while for the United States and Great Britain 
they are respectively 301-3 and 147-1. Between 1921 and 1929 the 
prices of shares were on the decrease in Japan, but they were going up 
in the other two countries. This tendency has rather been altered since 
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1931, when the Japanese stock price index reached its bottom and began 
an upward trend somewhat rapidly. It is true that the indices in the 
United States and Great Britain have also turned upward, but the rise 
is much smaller. If 1931 is made a base year, the Japanese figure for 
1935 will be found to be much higher than the American and the Eng- 
lish, but, if on the basis of 1921, the Japanese index will be only 84-9 as 
compared to 129-9 and 114-4 for the United States and Great Britain, 
respectively. 

In Japan the period of economic hardships and sacrifices extended 
from March 1920 to the end of 1931. The various adverse events which 
Japanese industry had to encounter in that period are (1) the panic in 
March 1920, (2) the banking failures in November and December 1922, 
when, despite the Government's emergency measures, as many as 
seventeen banks failed, (3) the earthquake of September 1923, (4) the 
financial panic in February and March 1927, when the Government 
declared a moratorium and guaranteed payments up to 700 million yen 
through the Bank of Japan, but the number of banks which had to close 
their doors amounted to fifty, and (5) the premature return to the Gold 
Standard in 1929. 

During that period the liquidation of financially weak banks was 
carried out on an extensive scale, the number of ordinary banks in the 
country registering 1,794 in 1922, 1,417 in 1926, and only 481 in 1930. 
The amount of capital liquidated during the period of 1921-31 was: 
authorized capital, 6,060 million yen, and paid-up capital, 3,360 million 
yen. Reduction of capital has also widely been enforced: the total sum 
thus reduced in the same period being 1,340 million yen (paid-up 
capital). The average rate of dividend of industrial firms, which was as 
high as 33-2 per cent, in 1918, was reduced to 12-7 percent, in 1921, 
8*8 per cent, in 1928, and only 5 per cent, in 1931. In the same year, it 
must be noted, the interest rate on fixed deposits was 4-2 per cent, at 
the first-class banks and 4*7 per cent, at the second-class. 

SMALL-SCALE INDUSTRIES OF JAPAN 

A knowledge of the peculiar characteristics of Japanese industry is 
essential for understanding the recent industrial development in Japan 
as well as the labour conditions which are a powerful force in Japan's 
trade expansion. One of the more outstanding characteristics is the 
prevalence of so many small-scale industries which constitute both in 
the number of establishments and workers employed more than one- 
half of all Japanese industries. Unlike the small-scale industries in 
Western countries, these small-scale establishments in Japan are not 
the beginnings of an industry which will grow into a large-scale industry. 
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Rather are they units of industry which, though small in size, are fully 
matured, and not small units of a potentially large-scale industry. These 
small-scale industries are an indigenous growth resulting from the social 
and economic conditions prevailing in Japan. Their unique and lasting 
continuance may, therefore, be expected. 

According to the definition adopted by the Ministry of Commerce and 
Industry, generally a 'small-scale' factory means a factory employing 
less than 100 workers, and in the case of the chemical and the gas and 
electricity industry, in which machinery is a more important factor of 
production than labour, it means a factory employing less than 50 and 
30 workers respectively. Adhering to this definition and in accordance 
with the Factory Statistics published by the same Ministry, we may 
indicate the importance of small-scale industries in Japan by the follow- 
ing figures (1932): the number of the small-scale factories constitutes 
95-7 per cent., the number of workers employed 48-5 per cent., and the 
value of the products 41'2 per cent., respectively, of the total number of 
factories, the total number of workers, and the total amount of products 
of the country. But we must not forget that these statistics cover only 
factories employing more than 5 labourers. There is no direct informa- 
tion regarding the workers employed in those factories which are too 
small to be included in the statistics. Let us, therefore, deduct the num- 
ber of factory labourers, shown in Table 1 , from the number of people 
engaged in manufacturing industries of some kinds, shown in the Census 
Report by the Government Bureau of Statistics (see Table 2). Then, 
referring to the 1930 figures, the remainder, 2,440,000, may be regarded 
roughly as the number of workers in these ultra-small factories combined 
with that of small independent industrialists. This figure is equivalent 
to 46' 1 per cent, of the whole industrial population. If this number is 
added to that of the small-scale factory workers as defined in the 
Factory Statistics (870,000), the total number of people engaged in 
small industries in Japan will be found to be 3,310,000, or approximately 
62 per cent, of the whole industrial population. 

The importance of the small-scale industries in the export trade of the 
country is even greater. Deduct the value of the products manufactured 
by the large-scale industries and that of agricultural and marine pro- 
ducts from the total value of Japanese exports as shown in the Foreign 
Trade Statistics, and regard the rest as the value of the export goods 
produced by the small-scale industries. Then we find that in the last 
three years about 65 per cent, of the total exports from Japan have 
been coming from the small-scale plants. This is, of course, only a 
rough figure, especially because silk, which is produced substantially in 
the large-scale factories, is included in the category of small-scale in- 
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dustry exports while such important small-scale industry goods as 
cotton tissues are included in large-scale industry products. 

As to individual industries, those industries in which the small-scale 
units predominate are the food-preparing, timber, and other miscel- 
laneous industries. Especially in the first two the number of workers 
employed amounts to 86*3 and 91-3 per cent., and the value of products 
constitutes 73'4 and 88' 9 per cent., respectively, of the total workers and 
the total products in the respective industries. In the printing and 
bookbinding, metal, and cement industries the number of small-scale 
factory workers occupies about 60-70 per cent, of the workers engaged 
in the respective industries, but the percentage of the value of products 
in each case does not exceed 30-40 per cent. 

Among the factors which have caused or contributed to the growth of 
the small-scale industries in Japan and to which their unique and lasting 
development may also be ascribed are : 

1. Certain essential advantages which they possess over the large- 
scale industry arising from such factors as technique of production, 
special channels for securing raw materials, and methods of marketing 
the manufactured goods. The extent to which the market for goods is 
limited to Japan contributes in no small measure to the existence of 
these small-scale industries. 

2. Changes in the type of motive power employed. In the age of 
steam-power, the large-scale industry was advantageous because the 
minimum size of the plant necessary to supply the requisite motive 
power was comparatively large. The necessity of establishments of such 
immense size was dispensed with when electric power came into use. 
Electric power can be easily transmitted to small unit factories, and 
hence, the small-scale industry can hold its own against the large one in 
this respect. This is particularly true in Japan, where the use of electric 
power is so extensively diffused. 

3. The advantages coming from the vast source of cheap labour. 
This is probably the main raison d'etre of so many small-scale factories 
and deserves somewhat more extended consideration. 

From the point of view of the small-scale industry competing with 
the large one this advantage as regards labour consists not only of the 
absolute low level of wages and other costs of labour, but also of the 
greater ease with which both the number of employees and labour 
conditions can be adjusted to changes in demand. 

In the last analysis the fundamental cause of the small-scale industry 
in Japan is the state of over-population which results in an over-abun- 
dant supply of labour. There are so many people that, no matter how 
far from ideal the working conditions may be, there are at all times 
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many people eager for work in order that they may earn the minimum 
sustenance necessary for life. The income from one's main calling is so 
meagre that additional income must be derived from some source, and 
that source is in many cases supplied by the small-scale factories. 
Typical of this situation is the necessity on the part of farmers to under- 
take some kind of subsidiary work during the non-farming seasons or 
that of the families of small-factory workers or low-salaried city em- 
ployees to seek jobs for supplementing the income of the main earner of 
the family. In other words, even where the head of the household is 
employed, his earnings alone cannot meet the minimum family budget. 
Doing piece-work for these small-scale factories is peculiarly adapted 
to meet the condition of these people. Labour in such circumstances 
cannot stop to consider whether the working conditions are good or bad. 
Hence the small factories are able to employ these people at very low 
wage levels. 

In so far as labour conditions are concerned, therefore, the Japanese 
small-scale industry means the particular type of industry in which 
labour conditions are bound to be poor, for it is the cheapness of labour 
that enables the small-scale industry to compete with machine-employ- 
ing large-scale industry. From the point of view of the present popula- 
tion problem in Japan, these small-scale establishments are serving the 
function of absorbing and sustaining the over-abundant supply of 
labour. 

An inevitable result of such prevalence of small-scale industry is the 
constant pressure brought to bear upon labour conditions. Under 
normal circumstances, better machinery would mean higher produc- 
tivity of labour and a higher standard of living, but under the special 
circumstances obtaining in Japan, it rather means, theoretically at 
least, still worse labour conditions, simply because otherwise the small- 
scale industry could not successfully compete with the large one. And 
yet the survival of the small-scale industry is, in a sense, a necessity to 
Japan. Thus, an increased competitive power of large-scale industry 
would mean a degradation of labour conditions in the small-scale in- 
dustry and consequently a general degradation of labour conditions 
throughout the country. 

CHEAPNESS OF JAPANESE LABOUR 

It is true that labour standards in Japan are considerably lower than 
those of advanced countries in Europe and America. The nature of this 
cheapness, however, is not always fully comprehended by the Occi- 
dental, and hence his comparisons do not seem reasonable to the 
Oriental. We must not forget that labour in Japan is by no means cheap 
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in the light of the standards which generally prevail in the East. Even 
when compared with labour in the Western countries, Japanese labour 
is not so cheap as direct money wages would indicate. 

From our point of view, any comparison of wages should be that of 
real wages. Of course this comparison would be difficult because there 
is such a wide gap in the social conditions and mode of living between 
Japan and Western countries. At the present time, a common criterion 
by which to compare real wage levels has yet to be found. Indeed, the 
sums expended on welfare work and family allowances in addition to 
money wages in Japan seem to exceed expenditures for similar purposes 
in Europe and America. Emerging late into the circle of industrialized 
nations, the Japanese capitalists, profiting from the experience of labour 
troubles through which their Western seniors went, have taken the 
initiative in undertaking welfare work to forestall any labour move- 
ments. This welfare work is in the nature of additional wages in kind. 
If these factors are taken into account, it is likely that the prevail- 
ing Western conception of the cheapness of Japanese labour and of 
the lowness of the Japanese standard of living will be considerably 
altered. 

The cheapness of Japanese labour may be regarded as a result of the 
following causes rather than that of either inattentiveness on the part 
of the Government or sweating on the part of capitalists: (1) Factors 
within the country fundamentally affecting the conditions of labour, 
such as the meagre supply of natural resources and the shortage of 
capital. (2) Factors within the country which relatively affect the condi- 
tions of industrial workers, such as the low income of the nation as a 
whole, especially among lower government officials, office-workers, and 
farmers. (3) Factors outside the country indirectly affecting Japanese 
labour conditions, such as the immigration policies of Western countries 
against Oriental immigrants, and the trade policies pursued by these 
nations with respect to Japanese goods. (4) The difficulty of improving 
labour conditions through labour legislation and labour combinations or 
movements. 

Of all the factors affecting labour conditions in Japan, the most 
powerful is her poor command of natural resources. Starting out with 
a restricted amount of natural resources available in the homeland, 
Japan's command of natural resources was further checked by the 
artificial barriers erected against the emigration of her people and the 
export of her commodities by the Western nations. Moreover, various 
restrictions are placed upon the development of natural resources in the 
neighbouring territories of Japan. 

The various aspects of this poor command of natural resources may 
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be enumerated as follows: (1) over-population, (2) low productivity of 
labour and its consequent low per capita earning power, (3) low standard 
of living of the nation as a whole, especially of the working population, 
(4) longer and harder work required to attain the same standard of 
living as that which prevails in countries abounding with natural 
resources, (5) expensiveness of raw materials and foodstuffs, and (6) high 
costs of production other than labour, including high land prices and 
rent, the high cost of installing machine equipment and construction 
costs in general, and high interest rates. 

All these factors combined tend to exert a powerful depressing force 
upon labour conditions in Japan. Directly, however, it is the low 
standard of living prevailing among the agricultural population that 
drives Japanese labour conditions down. 

New labour is almost entirely supplied by the excess agricultural 
population, and therefore in estimating labour conditions in industry 
both labour and capital look at the income of the rural people. The 
rural worker decides whether he or she should join the ranks of indus- 
trial workers by contrasting the prospective labour conditions with his 
or her customary ones. The capitalist on his part keeps his wages on 
more or less the same level as the earnings of tenant farmers with just 
enough difference to attract the rural population. The standard of 
living in these rural communities therefore acts as the base from which 
the labour conditions are gauged, and since this rural standard is indis- 
putably the lowest in Japan, the condition of the industrial worker 
cannot be any too good (see Table 3). 

The reason why the standard of living of these farmers is so low is not 
because their ability is low, nor because they are idle. It is not so much 
because their organization is poor, nor is it so much because they are 
'exploited ' by their landlords. Rather it is simply due to the fact that 
the land is insufficient for the population. The cultivated area per capita 
is too small. Without a solution of this problem of over-population, 
there can be no hope of raising the living standard of industrial workers. 
For a solution of this problem, Japan is dependent to a large degree 
upon the attitude of other countries endowed with larger territories in 
proportion to the size of their respective populations. 

LABOUR ORGANIZATION AND LEGISLATION 
Improvement of the conditions of labour through either legislation or 
labour movements is ineffective at the present time. The peculiar 
composition of the Japanese industrial labouring class must be taken 
into consideration. Over 50 per cent, of the total number of factory 
operatives is composed of female workers, a majority of them being 
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young girls who work at factories for only two or three years previous 
to their marriage. It would hardly be possible to induce such persons to 
join labour unions. 

There are other factors tending to discourage labour movements in 
Japan, namely the fact that any organization encompassing the small- 
scale units is out of the question. On the other hand, the peculiar 
circumstances which exist in Japan tend to make the workers in the 
large-scale establishments side with the capitalists. Because of the 
extremely low level in the conditions of labour in the small-scale indus- 
tries, the conditions in the large-scale establishments appear compara- 
tively attractive even though they may not be ideal in the absolute 
sense. Thus the conditions in the large-scale industries with respect to 
wages, security of continued employment, working hours, and facilities 
in general appear superior to those in the small establishments. Rather 
than join a labour union to oppose the capitalist, the worker prefers to 
seek the security of living within the sheltering fold of paternalism of 
his employer. The capitalist, on his part, profiting from the difficulties 
of capitalists in other countries, tries to stimulate this attitude among 
the workers by increasing facilities for welfare and recreation in addition 
to the money wages paid out. Thus such things as co-operative con- 
sumers' societies, employment relief, and various other allowances in 
kind are common in the large-scale industries. 

In better establishments, such as the Kanegafuchi Cotton Mills, it is 
said that, because of these additional allowances, for one yen paid out 
in money wages the worker actually enjoys the benefits of two yen in 
cash, were he to pay for the various services and facilities which his 
employer provides for him. 

Thus, what labour movements there are in Japan are most likely 
to be found in the small-scale industries. Such movements, however, 
have certain peculiar qualities which are not paralleled in foreign 
countries. 

1. The movements are not directed toward securing for the workers 
a greater portion of the profit which goes to the owners. They are rather 
in the nature of attempts on the part of capital and labour combined, or 
more accurately, employer and employee combined, to improve the 
general condition of the small-scale establishments in general. The situa- 
tion in the small-scale electric lamp factories is typical. The move- 
ment was directed toward the elimination of cut-throat competition 
among the small-scale factories. Strikes were called against the factories 
which had violated the minimum selling-price agreements. 

2. The social position between employer and employee in the small- 
scale industries is not marked by a great gap. Most of the employers 
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themselves are from the ranks of workers, while others still continue to 
work alongside their employees. 

3. In addition to the pecuniary tie between employer and employee, 
there are additional ties, and in fact more important ties, such as the 
paternal tie of the family system and the feudalistic bond between ruler 
and ruled, master and apprentice, or leader and follower. These are 
actual facts and not mere myths. These ties as well as the factor in 
(2) above are certainly not conducive in exciting labour movements. 
The duty imposed by these additional relationships often cause the 
employees themselves to make offers to work for reduced pay or to work 
longer for the same pay when their master is faced with financial 
difficulties. 

4. The object of the labour movement in Japan is not to promote the 
welfare of just one type of worker, but that of all workers in common. 
Japanese industry did not develop by stages as in the European 
countries. In England there was a stage when the several types of 
craftsmen had their own guilds, but in Japan industry took the revolu- 
tion at one jump. Labour movements therefore take the form of move- 
ments to benefit all the workers including the agrarian population 
as well. 

What goes under the name of a labour movement is not confined to 
a trade union movement. Economic and social conditions are not 
favourable to organizing labour into units for the purpose of bettering 
the condition of workers in each branch of industry. The immediate 
needs of workers as well as other ties alluded to above tend to dis- 
courage a movement which is essentially a long-time affair. 

Can the conditions of labour be improved by labour legislation ? At 
least that must be the purpose of labour legislation, and a certain 
amount of success was achieved in the past. But to-day to apply 
the existing laws so as to better labour conditions seems wellnigh 
impossible. Here again the predominance of the small-scale industries 
plays a vital part in this problem. 

We direct our attention first to the fact that the basic cause of 
the ineffectiveness of labour legislation was in the premise on which 
such legislation had been drafted. Consciously or unconsciously, legisla- 
tion in the past seems to have been based on the following hypo- 
theses : 

1. That the agricultural population, together with the industrial, 
would eventually become a proletariat. If this had been the true state 
of affairs, even such labour legislation as would disregard the peculiar 
situations obtaining among the agricultural population would have 
succeeded in improving the condition of the rural people and of the 



278 FACTORS AFFECTING THE RECENT INDUSTRIAL 

labouring classes as a whole. In countries like England this was true 
not only in theory but in reality. 

2. As the condition of the industrial worker was worse than that of 
the farmer, the main emphasis should be directed toward alleviating 
the condition of the former first. 

3. That the small-scale industries would gradually become large ones 
with the passage of time and their development. Labour legislation 
should therefore be drafted so as to be applicable to the large-scale 
industries. 

Naturally legislation drafted upon the foregoing postulates concen- 
trated upon the condition of the industrial workers and left the problem 
of the farmers out of consideration. As long as the actual situation was 
in accord with the premises, these laws did some good. But there has 
been a change in that background and drastic revisions of the laws are 
now considered necessary. 

In the light of later developments it was learned that any solution of 
the industrial workers' problems was so interrelated with the allevia- 
tion of the poor condition of the farmers that any legislation leaving the 
condition of the farmers out of consideration was not tackling the 
problem from its real roots. It was further learned that the small-scale 
industries were not infant stages of large-scale industries, but were full- 
grown adults representing a development indigenous to the conditions 
which existed in Japan where over-population was a necessary evil, 
and that as long as over-population existed the small-scale factory was 
here to stay. 

Failure to recognize these unique traits of economic and social condi- 
tions in Japan has rendered the present laws ineffective so far as the 
improvement of the general conditions of labour is concerned. One 
obvious shortcoming of the present Factory Law is that it has but 
limited operation, small factories hiring less than ten workers falling 
outside the scope of the law. To enforce such a law would encourage 
the growth of small factories outside its purview, and as the labour 
conditions in these ultra-small factories are necessarily poor, labour 
conditions in industry as a whole tend to be depressed. Besides, even 
among the factories to which the law is applicable, its enforcement is by 
no means an easy matter because there are so many small-scale factories 
among which supervision and inspection are extremely difficult. 

On the other hand, the administration of the minimum-wage and 
maximum-hours laws that would include all factories of all sizes and 
types would be, by itself, an impossibility. Especially would this be true 
in view of the excess supply of labour in the rural districts which would 
be more than glad to work for wages below the minimum legal standard. 
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Under the circumstances, the right policy for Japan seems to be not 
only to make the factory legislation much more comprehensive than 
now, but to provide for social and industrial policies that would come 
to the root of the difficulties prevailing in agriculture and small indus- 
tries, thus overcoming the state of over-population and preparing the 
ground for successful application of the minimum legal standard regard- 
ing labour conditions. 

DEPRECIATION OF THE YEN 

There have been cries from certain quarters that the depreciation of 
the yen was a deliberate attempt on the part of the Japanese Govern- 
ment to stimulate exports. An examination of the situation, however, 
seems to show that it was more due to factors beyond the control of the 
Government than to any calculated effort on their part. 

Since about 1921 the primary policy of the Japanese Government as 
regards the currency system was to return to the gold standard at the 
old parity. However, owing to the recurrence of financial panics in 
1922 and 1927, which were themselves due in part to the inherent 
unsoundness of such a policy, and also owing to other causes, including 
the earthquake of 1923, the proposed policy took a long time to material- 
ize. In the meantime, under the pressure of the unfavourable balance 
in the merchandise trade, the exchange value of the yen constantly 
tended to decline. But, to the Government, which started with the 
intention of recovering the par value of the yen, this was a situation to 
be prevented at all costs. The chief weapon used to that end was the 
gold specie held overseas through which to make international pay- 
ments. In the ten years of 1919-29 the amount of this overseas gold 
which was used in payments had reached 800 million yen (in terms of 
the yen at the old parity). In addition, since 1922, the import of foreign 
money for the same purpose amounted to about 750 million yen. In 
short, the prodigious sum of 1,550 million yen was spent to prevent a 
fall of the yen. The effect on the value of the yen of the speculation 
which was often made active in the foreign-exchange market was also 
not to be overlooked. 

Consequently the self-ad justing force of an import excess, either 
through the process of import excess leading to export of gold, leading 
to decline in price levels, or import excess leading to decline in exchange 
rate, did not take place. Thus the excess of imports went on unabated 
and the price level in Japan was also kept comparatively high. 

In this way the external value of the yen had artificially been kept 
high. This may be indicated by the purchasing-power parity between 
the yen and, for example, the pound sterling. For the period of 1927-31 
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the theoretical value of the yen in terms of the pound sterling as 
calculated from purchasing-power parity would have been a little over 
19 pence, whereas the actual value was 23-4 pence. 

This unsound state, however, could not last long. By 1929 the serious 
drain of the overseas specie and the difficulty of obtaining foreign funds 
had been pressing upon the country the necessity of taking an im- 
mediate step to save the situation. Confronted with the two choices, 
either deflation or the depreciation of the yen, the Government took the 
first ; indeed, it had been a consistent aim in many previous years. In 
January 1930 Japan went back to the gold standard. 

However, the results of the rise in exchange rate by 16 per cent, in the 
course of only five months were evidently damaging. Prices declined at 
once. It was particularly unfortunate that to this burden should have 
been added the adverse effects of the world-wide depression with all the 
evil consequences of deflation and price-fall. Then a fatal blow was 
delivered in the form of the collapse of the pound sterling in September 
1931 when Great Britain went off the gold standard. All the effort on 
the part of the Japanese Government to maintain the gold standard 
which they had recovered with so much labour was now to be abandoned, 
and in December 1931, immediately after a change of Cabinet, the gold 
embargo was reimposed. 

Depreciation of the yen had been anticipated. But hardly anybody 
in Japan had predicted such a fall as actually took place. With the 
serious development of the Manchurian Incident, the outbreak of the 
Shanghai Incident, and the threatening relations with the League of 
Nations, together with the increase in government borrowings, Japan 
was thrown into a political and financial crisis of unprecedented magni- 
tude. The fear was that the yen might collapse irretrievably. Far from 
soliciting the fall, the Government went to great lengths to stop it. 
This is clearly indicated by the large amount of gold exported in the 
period of one and three-quarter years immediately following the depar- 
ture of Great Britain from the gold standard. As the result of the gold 
drain, by the end of July 1933 the gold reserve of the Bank of Japan had 
decreased from 800 to 425 million yen. But, inasmuch as the political 
outlook became more serious than ever, the value of the yen was further 
forced down to the point of barely $20 per hundred yen. Finally, on 
May 1, 1928, the Japanese Government put the Foreign Exchange 
Control Act into operation. Since then the yen has been stabilized 
around one shilling and twopence. 

The present value of the yen in international markets does not seem 
to be unduly low or unwarranted. The extent to which the yen depre- 
ciated was undoubtedly greater than any other currency if calculated 
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on the basis of the respective values prevailing in 1930. But inasmuch 
as the 1930 standard or level was an artificial one kept at an unduly 
high point, the level at that time does not seem to be a proper -basis for 
comparison. If we calculate the present value of the yen, in terms of the 
pound sterling and the dollar, with the purchasing-power parities which 
prevailed in the pre-war days, we shall find it somewhere in the neigh- 
bourhood of 14-32 pence and 28-76 cents, respectively, which is not far 
off from the current exchange rates of 14-00 pence and 29-01 cents, 
respectively. 

A more accurate summary of the depreciation of the yen would be to 
say that the value of the yen, which had been kept at an unduly artificial 
and unduly high level during the period 1920 to 1930, has at last found 
its normal level of stabilization. It is merely because this stabilization 
was effected so quickly that it did have some disturbing influences on 
the equilibrium of world trade, and hence created an impression abroad 
that the yen was being purposely depreciated to an undue extent. 

CERTAIN CHARACTERISTICS IN THE RECENT 
DEVELOPMENT OF JAPANESE INDUSTRY 

In terms of output, Japanese industry has expanded from 100-0 in 
1921 to 180-0 in 1934. If the fall in prices is taken into calculation, it 
actually amounted to 269-0 in 1934. 

But apart from the total output point of view, there are other charac- 
teristics which mark the present development as the shift in emphasis 
placed on the various kinds of industries. It was the textile industry 
which had led the way to industrial development in Japan. Within the 
past few years, however, the centre of activity has been shifted to the 
heavy industries (metallurgical, machine-making, and chemistry). In 
terms of output these so-called heavy industries now constitute 44 per 
cent, of the total industrial output, whereas it was only 25 per cent, in 
1921. The output of the cotton industry in the same period has fallen 
from a position where it once represented 44 per cent, of the total output 
of Japanese industry to 32 per cent. In terms of ratio to the total indus- 
trial output, therefore, the cotton industry has taken a downward trend. 
To a certain extent Japan is making her appearance as a heavy industry 
country, and this must largely account for her great purchases of scrap- 
iron and other metal. 

Another characteristic in the present development of industry in 
Japan is the advance from the stage of low-grade manufactures to that 
of higher and more complicated manufactures. The export of finished 
goods now occupies 60 per cent, of the total amount of exports. 

The last characteristic is that industry is now producing with foreign 
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markets in view. It is becoming more dependent than ever for its 
raw materials and for sales of its manufactured products on overseas 
markets. This is especially true in the case of the textile industry, which 
exports more than 55 to 80 per cent, of its output to foreign countries. 

TABLE 4. CAPITAL FLOTATION IN DIFFERENT INDUSTRIES 
(In millions of yen) 



Industries 


Average of 
1919-21 


Average of 
1926-8 


1934 


1935 


Transportation 
Mining . 
Electrical 


per cent. 
446 (11-7) 
226 (5-9) 
343 (9-0) 


per cent. 
398 (25-3) 
39 (2-5) 
354 (22-5) 


per cent. 
223 (16-7) 
178 (13-3) 
213 (16-0) 


per cent. 
133 (9-3) 
118 (8-3) 
103 (7-2) 


Manufacturing Industrie* 


Chemical 
Machinery 
Metal . 


200 (5-3) 
110 (2-9) 
61 (1-6) 


125 (7-9) 
23 (1-5) 
18 (1-1) 


211 (15-8) 
67 (5-0) 
77 (5-8) 


400 (28-0) 
55 (3-9) 
80 (5-6) 


Total . . I 371 (9-7) 


166 (10-5) 


355 (26-6) 


535 (37-5) 


Textile . 
Other . 


341 (9-0) 
435 (11-4) 


66 (4-2) 
200 (12-7) 


102 (7-6) 
93 (7-0) 


32 (2-2) 
116 (8-1) 


Total . 


1,147 (30-1) 


431 (27-4) 


550 (41-2) 682 (47-8) 


Other . 


1,644 (43-2) 


363 (22-4) | 171 (12-8) j 390 (27-3) 


Gross Total 


3,806 (100-0) 


1,575 (100-0) 1,334 (100-0) i 1,427 (100-0) 



Source: Capital Flotation of Banks and Companies, by the Bank of Japan. 



TABLE 5. INDUSTRIAL DEVELOPMENT OF JAPAN 





Capital of Joint- 
stock Companies 
(in millions of yen) 


Value of Products 
(in millions of yen) 


Workers Employed 
(in thousands) 


! 

No. of Factories 
1 (in thousands) 


1921 
1925 
1929 
1931 
1932 
1933 
1934 


8,116 (100) 
9,525 (117) 
11,754 (145) 
11,854 (146) 
11,890 (147) 
12,339 (152) 
13,441 (166) 


6,227 (100) 
6,789 (130) 
7,759 (148) 
5,175 (99) 
5,982 (114) 
7,871 (151) 
9,390 (180) 


,636 (100) 
,808 (111) 
,825 (112) 
,660 (101) 
,734 (106) 
,901 (116) 
2,163 (132) 


49 (100) 
! 49 (100) 
60 (122) 
, 64 (131) 
j 67 (137) 
! 72 (147) 
1 80 (163) 



Source: Factory Statistics and Company Statistics, by the Ministry of Commerce and Industry. Figure* in 
parentheses are indices. 



DEVELOPMENT OF JAPAN 



283 



1 






1 
I 






3 



1 



S 



S 2 

CO 



s 



r- -* 

<N CO 



SI 
i< 



SOS ~* 
co oo 

oT * oT 







#* 



CO O 



g 3 2 

IS S ^ 

cf 



P* 



I 



eo w 



OS 

cb ob 



t-- cp os 

OS CO IO 



OS OS <* 

O O OS 



ob ob 



o cp 



r^. op co 

n s^ 



r- co os 



fi V . 

E^-S 3 
^ *X l, fa 
S ^o 

*3 o A o 
>^ ^5 



1 



DOCUMENT III 

THE RESOURCES AND ECONOMIC DEVELOPMENT 
OF THE SOVIET FAR EAST 1 

E. RAIKHMAN AND B. VVEDINSKY 

THE FAR EASTERN REGION IN THE GENERAL SCHEME 
OF SOVIET NATIONAL ECONOMY 

f I iHE Far Eastern Region is an organic, inseparable part of the 
JL Soviet Union, and its economic development is therefore closely 
bound up with the general course of the economic development of the 
whole country. 

The development of productive forces in the Soviet Union is indis- 
solubly bound up with the rational allocation of production to secure the 
minimum expenditure of labour in the transformation of raw material 
into finished goods. This is attained by bringing industry to the sources 
of raw material and power, and by concentrating production so as to 
use most effectively all the natural resources of any given region. In 
the final analysis, this signifies an even allocation of productive forces 
throughout the country, taking into account the natural resources of the 
various regions and the task confronting the whole state in the alloca- 
tion of the various branches of industry. Moreover, the development 
of the economically backward regions is influenced by the industrial 
development which the old industrial regions of the country had pre- 
viously reached. 

In the Soviet Union it would be difficult to find a region in which 
some new branch of industry or other has not been created or set up in 
the years of the First and Second Five- Year Plans. Hence, in the general 
course of the development of the country, rapid rates of industrial 
growth are secured for the distant and backward regions, chief among 
which should be mentioned those populated by nationalities other than 
Russian. There has been much study of natural resources : the outlying 
and non-Russian regions of the Union were formerly the least explored ; 
therefore, at the present time they must have a very large share of the 
general expenditure on geological and other investigations. 

The Far East was, up to the Revolution, one of the most backward 
regions of Tsarist Russia. Considering the broad immediate tasks, it 

1 Somewhat enlarged by extracts from another data-paper, Nature and Natural 
Resources of the Soviet Far East, compiled by specialists of the Academy of Sciences 
oftheU.S.S.R. 
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is easy to understand, therefore, the attention paid to the industrial 
development of this region in the First and Second Five- Year Plans. 
By 1928 the Far East, like the rest of the Soviet Union, had reached the 
pre-War economic level. The First Five- Year Plan set the task of creat- 
ing in the U.S.S.R. the technical basis for the reconstruction of the 
whole of our national economy, the consolidation and extension of 
socialist forms of economy in the countryside. The successes of the 
economic development of the U.S.S.R. in the first years of the First 
Five- Year Plan permitted a considerable extension of industrial con- 
struction in new regions. In particular, this task was set and carried out : 
to create a coal and metallurgical base in the East, out of the combined 
utilization of the coke of the Kuznetzk coal basin and the iron ores of the 
South Urals. New industrial construction also began in East Siberia and 
the Far East. 

The creation of a Soviet industry is a necessary technical basis for the 
socialist reconstruction of agriculture; and the success of the most 
advanced state and collective farms in the organization of large-scale 
agriculture could be relied upon to bring about in the beginning of the 
First Five -Year Plan a decisive turn of the bulk of the middle peasantry 
towards socialism. As a result, the First Five- Year Plan in the villages 
meant the collectivization of most of the peasant farmsteads along with 
the liquidation, on that basis, of the capitalist kulak farms. The Far 
Eastern regions also, of course, were faced with this task. The industrial 
construction and socialist reconstruction of agriculture in the Far East 
is now being developed by further strengthening the growth of its 
economic ties with the other regions of the Union. Hence the urgent 
need for the development of transportation. 

Thus, the main tasks of economic construction in the Far East were 
fully mapped out and defined by the plans for the economic develop- 
ment of the Soviet Union. The constant growth of the Soviet Union 
requires that the as yet unutilized natural resources of the Far East 
should be drawn into its economic turnover and give this the necessary 
material basis. In connexion with the balanced development and alloca- 
tion of productive forces, there are being organized in the Far East not 
only branches of industry which directly utilize some natural resources 
(fish, timber, &c.) but also various branches of industry which provide 
a technical basis for the further economic development of the region 
(machine building and metallurgy). The planned socialist economic de- 
velopment of every region in the U.S.S.R. opens wide possibilities for 
a many-sided and harmonious development. 

The Second Five-Year Plan provides for further economic develop- 
ment of the sections where national minorities predominate and of 
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outlying parts of the Union, and in particular of the Far Eastern Region. 
During the First Five-Year Plan, 1,027 million rubles were invested in 
the Far Eastern Region. In the Second Five-Year Plan such invest- 
ments total 4,058*9 million rubles. The allocation of capital investment 
to the main branches of activity are indicated in Table 1. 

TABLE 1. CAPITAL INVESTMENTS IN THE FAR EASTERN REGION 
IN THE FIRST AND SECOND FIVE-YEAR PLANS 

(In million rubles) 





Total 


Industry 


Agriculture 


Transport 


Actual cap. inv. in 
First Five-Year Plan 
Per cent. 


1,027 
100 


454-4 
44-2 


173-6 
16-9 


287-9 
28-0 


Actual cap. inv. in 
Second Five- Year Plan* . 
Per cent. 


4,058-9 
100 


1,530-8 
37-7 


370-0 
9-1 


1,674-0 
40-3 



* The Second Five-Year Plan of Development of the National Economy of the U.S.S.R., vol. ii (Moscow, 
1934), p. 603. (In Kuasian.) 

The growth of capital investments in the national economy of the 
Far Eastern Region in the Second Five-Year Plan is called for by the 
necessity to complete the great economic construction works begun at 
the end of the First Plan. In the Second Plan a number of large-scale 
undertakings are being started (the Baikal -Amur main line, ferrous 
metallurgy, and so on), the completion of which extends beyond the 
actual five years of the Plan itself. 

In Table 2 the relation is shown between the capital investment in 

TABLE 2. GENERAL CAPITAL INVESTMENTS IN THE NATIONAL ECONOMY 
ACCORDING TO THE SECOND FIVE-YEAR PLAN* 
(In million rubles) 





Total Investment 


Per Cent, of Total 


Far Eastern Region 
East Siberian Region . 
West Siberian Region . 
Kazakh A.S.S.R.f 


4,058-9 
2,328-0 
5,481-2 
4,061-2 


4-14 
2-37 
5-59 
4-14 



* The Second Five-Year Plan of Development of the National Economy of the U.S.S.R., vol. ii, p. 260. 
t Autonomous Soviet Socialist Republic. 

the Far Eastern Region and that in the other formerly backward, but 
less remote, regions of the Union. 

The Second Five- Year Plan will complete the work of creating a 
second metallurgical basis in the East. In the West Siberian Region, 
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coal production in the Kuznetzk basin, which supplied not only the 
Kuznetzk but also the Magnitogorsk metallurgical plants in the Urals, 
is being greatly developed. A chemical industry and a number of 
large-scale enterprises of light industry and food industry are being 
created. 

The industrial development of the East Siberian Region and of the 
Buriat Mongolian A.S.S.R. is making considerable progress. A powerful 
railway repair base has been created there. The gold industry has been 
greatly developed. The extraction of tin and rare metals has com- 
menced, and also a series of large-scale enterprises of the food industry. 
As a result of the economic development of the regions of Central 
Siberia, the Krasnoyarsk Region was formed at the end of 1934. A new 
wagon -building plant and the first cellulose-paper combined 1 in Siberia 
are under construction. 

The Kazakh A.S.S.R., which before the Revolution was one of the 
most backward regions, has important non-ferrous, metallurgical, coal- 
mining, and other branches of industry. Industries have been estab- 
lished also in the republics of Central Asia. 

Industrial construction in the Far East, as in the above-mentioned 
regions, is the result of the general economic growth of the country and 
the new division of labour among the regions, which is part of the pro- 
cess of reconstruction of the national economy of the Union. 

The remoteness of the Far Eastern Region from the chief industrial 
centres of the country, the restricted capacity of the railway, and the 
pronounced shortage of labour these are the main difficulties which 
must be overcome in the process of developing economic construction 
in this region. These difficulties are increased by the fact that the 
industrial development of the Far East demanded the creation of new 
industrial centres in completely uninhabited regions (Komsomolsk, 
Kolyma, and others). 

The industrial development of the region is accompanied by a rapid 
growth in urban population. In connexion with this began the difficult 
and urgent task of reconstructing the whole municipal economy of old 
towns and the creation of new towns and urban settlements. The 
growth of the town population demands a similar forced tempo in 
agriculture. The further development of agriculture in the virgin lands 
of the Far East largely depends upon the clearing and management of 
forest areas. 

However, despite these difficulties, the Far Eastern Region fulfilled 

1 A combinat is a vertical industrial enterprise responsible for every activity connected 
with the production, usually of a group of related commodities, from the collection of raw 
material to the delivery of the finished goods. 
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the tasks set under the First Five-Year Plan and is successfully develop- 
ing the economic construction programme set by the Second Five-Year 
Plan. The construction of the second railway line was completed in 
1936. In this way the most serious limiting factor will be done away 
with. The double-track line can fully serve as the link between the 
Far East and other parts of the Union. Recent years of intensive work 
have created considerable cadres of permanent (non-seasonal) workers 
in this region ; the seasonal transference of labour power from other 
parts of the Union is gradually diminishing. Urban housing and 
municipal construction are proceeding apace. Socialist agriculture, 
reorganized and equipped with new techniques, is extending production 
in all its branches ; further preparatory work is going on for settling more 
people on the land from other districts. 

In the three years of the Second Five-Year Plan that have elapsed, 
3,350 million rubles, 82 per cent, of the sum allocated by the Plan, has 
been invested in the Far Eastern Region. 

As a result of the economic construction in recent years the Far 
Eastern Region has begun to specialize within the general economic 
system of the Union, and has established firm links with the other areas. 
The Far Eastern Region is a great gold -producing region ; it also pro- 
vides other rare and non-ferrous metals. Its fishing industry is also of 
All-Union importance taking second place in the Union according to 
production. The region assumes great importance in the lumber indus- 
try and the procurement of furs. 

Planned development and allocation of productive forces in the 
Soviet Union are based on its internal requirements, and do not depend 
on the world market. The different branches of national economy, 
which is based on a unified plan, are developed according to the internal 
demands. Moreover, the Soviet economic system has acquired great 
manoeuvring ability. The Far Eastern Region, relying on the industrial 
power of the many-sided development of Soviet economy, can parti- 
cipate in world exchange on the basis of this or that trade agreement ; 
but it can also manage without such participation. The industry of the 
Far Eastern Region is being built and developed to serve the economic 
growth of the region, and to carry out those economic tasks which the 
inter-regional division of labour in the general system of Soviet econo- 
mics demands of it. 

The economic strengthening of the Soviet Union in the Far East is a 
powerful stabilizing factor. It can only serve the cause of peace. De- 
fence of the right to peaceful labour, and the firm support of the cause of 
world peace in this most threatened region these are the chief political 
tasks of the Soviet Union in the Far East. 
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GEOGRAPHICAL LOCATION 

The Far Eastern Region of the U.S.S.R., located in the extreme 
east of Asia between latitudes 42 18' N. and 72 N. and longitudes 
118 20' E. and 190 50' E., extends along the Pacific Ocean with a sea 
coast of 22,000 kilometres. The entire northern part lies close to the sea, 
while the southern part includes certain sections (for example, along the 
railway line from Khabarovsk to Irkutsk) situated at a distance of 1,000 
to 1,100 km. from the Pacific Ocean and the Arctic Ocean. 

The Far Eastern Region is one of the largest administrative districts 
of the U.S.S.R. ; it occupies an area of 2,607,000 sq. km. and comprises 
approximately 12 per cent, of the total area of the Soviet Union. The 
population in 1934 was about 1,976,000. 

The territory includes both a large section of the mainland (the Mari- 
time district, the Ussuri district, the Amur district, the Okhotsk coast, 
Kamchatka, Chukotka) and a number of large islands near the main- 
land. The principal islands are: Sakhalin Is., the Shantarskie Is., the 
Commander Is., the Karagin Is., the Bering and Copper Is., and the 
Wrangel Is. 

On the north the territory is washed by the Arctic Ocean and farther 
to the south by the Bering, Okhotsk, and Japan Seas. 

Stretching for over 5,000 km. from north to south, the Far Eastern 
Region is extremely varied as regards its natural conditions separate 
sections differ sharply in character. However, almost the entire area of 
the Far Eastern Region is a sea-coast region and therefore constitutes 
a single geographic unit. While the contours of the separate sections of 
the Far Eastern Region are extremely varied, its surface as a whole is 
mountainous. Mountainous regions are considerably more prevalent 
than lowlands. 



THE MINERAL RESOURCES 

Closely linked with the stratification and tectonic formation of the 
territory are its mineral resources, whose wealth is being ascertained 
more fully by geological survey work. First in importance for the ter- 
ritory are the gold deposits, both nuggets and sand. The problem of 
iron ore, which is so important for the entire Pacific coast, is solved in 
the case of the territory by the large Lesser Khingan deposits. The 
investigation of the Bureya coal basins has revealed new possibilities 
as regards fuel in supplementing the deposits already known on Sakhalin 
Island and in the Southern Ussuri district. Besides the oil on Sakhalin, 
oil has been discovered on Kamchatka, and on the mainland as well. 

u 
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Molybdenum deposits are already being worked. Mineral resources, 
stone building material, and various forms of clay are scattered through- 
out the territory. 

Mineral Fuds. 

The Far Eastern Region is amply supplied with mineral fuel which 
constitutes the prime prerequisite for the industrial development of any 
country. Throughout almost the entire area there are coal deposits of 
different geological ages containing different types of coal. The oil 
deposits on Sakhalin Island are already well known. Lately oil has also 
been discovered on Kamchatka. There are tremendous peat beds in 
many parts of the territory. 

Coal. The Soviet Far East has large reserves of mineral coal of the 
most varied types. The entire scale of coals is represented, from lignites 
to anthracites, and from humus coals to bituminous shales. 

An extremely interesting and characteristic feature of Far Eastern 
coals is their 'maturity', as compared with their relatively recent age. 
Many of the recent Far Eastern coals of Tertiary age consist of typical 
hard coking coals, an example of which is provided by the Sakhalin 
deposits. Tertiary coals are usually conceived of as immature mixtures 
of brown coals and lignites. This maturity of Far Eastern coal is largely 
to be explained by the complexity and the intensity of the tectonic 
processes to which the coal-bearing strata were subjected in the period 
of recent Alpine folding, which was particularly intense directly along 
the Pacific coast, mainly on Sakhalin and Kamchatka where the greatest 
'maturity* of young coal is to be observed. 

One of the most interesting coal-bearing districts, according to the 
latest geological findings, is the Bureinsk district, in the north-western 
part of the Far Eastern Region along the upper and middle reaches of 
the Bureya River. The geological boundaries of the Bureya coal basin 
have not yet been determined ; but roughly it occupies a territory of 
6,000 sq. km., extending along the Bureya River from the mouth of the 
Umalta River for a distance of 180 km. The Bureya basin is still in the 
stage of exploration. In 1934-5 an area of approximately 1,400 sq. km. 
was surveyed, and the coal reserves in that district were estimated at 
from 10 to 15 billion tons. The richest part of the surveyed district in 
the Bureya basin is the Urgalsk district near the Baikal-Amur trunk 
line now under construction and the Khingan iron ore deposits where 
the location has already been chosen for sinking a mine. The area of the 
Urgalsk district is about 100 sq. km., and the reserves have been esti- 
mated at approximately 2 billion tons. The thickness of the seams 
varies from 1*5 metres to 6 metres, the number of seams from 5 to 12. 
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Coking coal with a comparatively high ash (18-20 per cent.), having 
a calorific power of from 5,400 to 6,000, has been found. The Novosi- 
birisk institute for the artificial improvement of coal by means of wash- 
ing succeeded in reducing the ash to from 10 to 13 per cent. The large 
deposit and convenient location of the Bureya basin give this coal 
special interest. The Bureyastroi Trust has been organized and has 
begun to exploit this coal district. 

The Bureya basin is apparently part of a vast Mesozoic field of coal- 
bearing strata. According to available data the Selemdzhinsk, Zeya- 
Depsk, Bira, as well as the extremely rich Sungari districts (the last one 
in Manchuria), may be regarded as different sections of this field. 

The Selemdzhinsk district, adjacent to the Bureya district, with coal 
reserves of from 200 to 300 million tons, cannot as yet be of great com- 
mercial importance because of its remoteness from the main centres. At 
the present time coal is only mined here to meet local needs. 

The Zeya-Depp Mesozoic coal-field in the western part of the Far 
Eastern Region, on the middle reaches of the Zeya River, 48 km. 
from the mouth of the Depp River, is extremely promising. This dis- 
trict is in the preliminary stage of investigation ; but the convenient 
geographical location, the high quality of the coking coal, and the con- 
siderable distribution of Mesozoic deposits, provide good prospects. At 
the present time coal reserves to a total of 500,000 tons have been 
surveyed. 

Extremely interesting for the character of its coal and the size of the 
deposits is the Upper Suifun hard-coal district (40 km. from the town of 
Voroshilov), part of which lies within the borders of Manchuria near the 
town of Sanchakou. The coals of this district include hard, bituminous 
coals and contain layers of a special form of liptobiolite which consists 
of transparent, reddish-brown bars of resin or gum. 

Slow-burning, gas-yielding coals, as well as coking coals, are typical 
of the Suifun basin. The coal reserves of the Suifun district have been 
estimated at one billion tons, including approximately 34 million tons 
actually surveyed. 

The most thoroughly investigated and one of the most exploited coal 
beds of the territory is the Suchansk along the Suchan River system and 
its right-bank tributaries : the Kaban, the Big and Little Sitzoy, 145 km. 
east of Vladivostok and 35 km. from the mouth of the River Suchan and 
the Gulf of America. 

The reserves amount to approximately 60 million tons, and some 
experts have estimated the deposit of the entire district as 12 billion 
tons. The deposit has been under exploitation since 1900. At the 
present time it is one of the main coal centres of the territory. 
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Among the remaining Mesozoic coal districts, the Upper Amur and 
Bira may be mentioned. The Upper Amur district lies along the left 
bank of the Amur River between the villages of Teremykino and Cher- 
niaevo and extends for a distance of approximately 200 km. The width 
of the basin is from 16 to 20 km. ; in all likelihood the boundaries of the 
basin broaden out in the east and west. The coal reserve in this region 
is estimated at 50 million tons: it consists of coking coal with a high ash 
content. The Bira coal district (Lesser Khingan) on the left bank of 
the Bira River, 1*5 km. to the east of the station Bira on the Amur 
Railway, was exploited prior to 1921 but was subsequently abandoned. 
According to recent data, the coal reserves in this region may be set at 
50 million tons. The coal can be coked and has a high ash content. 

Sakhalin Island has a large coal-field. Sakhalin coals vary greatly in 
quality, ranging from lignites to coking coals ; the latter are of the highest 
quality on the Pacific Ocean. The beds of the western strip are best 
known as to size of the reserves and quality. This strip extends from 
the Trambaus River on the north to the Japanese border, and is 200 km. 
long and 10 to 15 km. wide. The reserves are estimated at approxi- 
mately 117 million tons. 

Besides Tertiary coal, Sakhalin has coals dating from the Chalk period ; 
but in most cases these are impure (although there are coal seams 
sufficiently clean to yield metallurgical coke). Coal-bearing strata 
extend throughout the island, but the mines are mainly concentrated 
on the western coast near Aleksandrovsk, owing to the difficulties of 
transportation in other districts of the island. The main defect of the 
Sakhalin deposits is their intense disturbance, a result of the general 
complex tectonic character of the island. 

The Kamchatka Peninsula possesses large coal-fields, extending for 
the most part along the northern part of the western shore. The coal- 
bearing fields of the western shore are in the stage of investigation. The 
reserves have been estimated at 130 million tons. At Korfa Bay on the 
western shore deposits of typical brown coal are being worked. 

The Kivdo-Raichikhinsk deposits are located in the southern part 
of the region near the station Bureya on the Amur Railway. The sur- 
veyed reserves of these deposits amount to 580 million tons, including 
270 million tons of high quality. The Khungarisk deposits are in the 
district of the Khungari River between the village of Troitskoe and the 
town of Komsomolsk. The coal-fields cover an area of 30 sq. km., and 
the reserve is estimated at approximately 80 million tons. These 
deposits may be regarded as a possible fuel base for the town of Komso- 
molsk; so far they have not been worked. The Mukhon deposits are 
located at the head-waters of the Mukhon River in the Khabarovsk 
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region. A reserve of 500 million tons has been ascertained in a surveyed 
area of 100 sq. km. The coal is brown with a high volatile (59 per 
cent.) and a large ash (17 to 38 per cent.) constituency. The deposits 
are not being mined at the present time, but in the future they may 
become the power base of the Khabarovsk industrial district. 

Besides the above-mentioned coal deposits in the Far Eastern Region, 
several coal regions are known which have not yet been sufficiently 
investigated and are with small reserves: the Nagayan on the Upper 
Amur, the Gorin on the Amur, the Amuro-Amgunsk on the lower 
reaches of the Amur, the Rozengardt deposits near Khabarovsk, and a 
number of others. 

It is impossible to describe all the coal deposits of the Far East in the 
present outline, but it may be pointed out that they are distributed 
everywhere, not only along the coast and the Amur River, but also 
along the shores of the Okhotsk and Bering Seas, as well as in the 
Kolyma District where both soft and hard coal are known to exist. Of 
the forty-six districts in the territory, twenty contain coal deposits. 

Oil. Oil deposits in the Far East exist in connexion with the Tertiary 
marine deposits. Two large oil-bearing districts are known so far 
Sakhalin and Kamchatka. The first reports of oil were received from 
Sakhalin, and the first bidders appeared in 1880 in the oil district hi the 
northern part of the eastern shore of Sakhalin. Subsequently, many 
attempts were made to develop the oil industry by private entre- 
preneurs. Several government and private geological expeditions visited 
the eastern shore. Oil gushers were discovered, also oil and asphalt lakes ; 
but industrial exploitation was not begun. After the Russo-Japanese 
War, the Government decided to open Sakhalin to private mining enter- 
prise, with many restrictions, however, such as the forbidden coastal 
strip. From that time intense speculation in concessions began. It con- 
tinued till the Revolution and the occupation of the island by the 
Japanese. The Japanese, who badly needed oil for their navy, immedi- 
ately began developing the oil wells in Sakhalin and gradually began to 
export oil to Japan. 

Before 1925, that is, the time of the establishment of Soviet power in 
northern Sakhalin, oil was known to exist only on the eastern shore of 
the island. At the present time, oil-fields have been discovered not only 
along the whole eastern shore, but also on the northern extremity of 
Sakhalin, the Schmidt Peninsula, and on the western shore (the Langri 
district opposite the mouth of the Amur) ; and lately indications of oil 
deposits have been found in the centre of the island. 

Up to the present time the eastern shore has had the greatest com- 
mercial significance. Oil deposits on the eastern shore extend in a strip 
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three to four kilometres from the sea-shore running from north to south, 
from Okha to Cape Ratmanov. The most noted deposits are Okha, 
Katangli, Goronai, Ekhabi, Poromai, Nutovo, Boatasin. The oil-bear- 
ing stratum reaches a thickness of over a thousand metres. A heavy 
type of oil predominates, with a specific gravity of 0*92 to 0*95, rich in 
heavy fats and black mineral oil. But there is also a light oil with a 
specific gravity of 0*82 and a high content of benzine and kerosene (up 
to 32 per cent.). The best explored deposits on Sakhalin are at Okha, 
where the oil industry on the island is now concentrated. The Okha 
deposits are on the River Okha, which flows into the Urkt estuary of the 
Okhotsk Sea. The deposits are 4 km. from the shore. They yield a 
heavy quality (specific gravity 0-93 to 0*95), with a comparatively high 
yield of light constituents (24 per cent.) 

Sakhalin oil is exploited both by Japanese and Soviet organizations, 
on the basis of a concession agreement. The oil-bearing deposits on 
Sakhalin date from the Pliocene and overlie a coal-bearing stratum. 
Recently, however, oil has been discovered in the Oligocene strata below 
the coal-bearing strata. 

The second oil district of the Far Eastern Region is Kamchatka. 
The Kamchatka deposits are now being investigated. The first drilling 
for oil on Kamchatka was made in 1923 in the district of the Bogachevka 
River, a tributary of the Kronotskaya River, which flows into the Bering 
Sea. At the present time oil has been located on the eastern and western 
shores of the peninsula. Favourable geological structures provide 
grounds for expecting extremely large commercial deposits of oil. At 
present the most important is the Bogachevsk deposit located 53 km. 
from the sea coast and 180 km. from Petropavlovsk. The oil from these 
deposits is light, transparent, naphthol-bearing, and containing as 
high as 78 per cent, light constituents. Just as on Sakhalin, Kamchatka 
oil occurs in connexion with Tertiary deposits. 

Metals. 

Iron ore. As recently as 1931 the Far Eastern Region was regarded 
as being extremely poor in iron ores, and the entire geological reserve of 
iron ore in the territory was estimated at only 20 million tons. But in 
connexion with the industrialization of the territory, the problem of 
organizing the metallurgical industry in the Far East arose because of 
the fact that the transportation of the tremendous amount of ferrous 
metals required by the territory, over many thousands of kilometres of 
railway, was obviously unprofitable. As a result of this the question of 
iron ore resources was raised. This circumstance brought the necessity 
for revising established views on the Far East as a region lacking in 
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large iron-ore deposits. Geological surveys were undertaken, and by 
the end of 1931 iron-ore reserves of many hundreds of millions of tons 
were located on the Lesser Khingan, thereby providing a base for a large 
metallurgical enterprise. 

As a result of geological work in recent years, the territory has 
advanced to a foremost place among the Pacific countries as regards its 
reserves, although in 1924 it stood at the end of the line. 

The northern iron-ore district of the Lesser Khingan extends from the 
Trans-Siberian Railway line between Kimkan Station and Tyoploye 
Lake siding from 45 to 50 km. south of the head-waters of the Bidzhan 
River. The district has an area of 2,000 sq. km. As many as eighteen 
different beds of ferrous red and magnetic quartzites are known within 
the limits of this area. Among these beds the following have been more 
or less surveyed: the Kimkan, the Kailan, the Ditur. 

The Kimkan bed lies on either side of the Trans-Siberian Railway, 
200 km. west of Khabarovsk. The iron-ore beds are located 2 km. north 
and 8 km. south of the railway line and from Station Kimkan on the 
west as far as Isvestkov siding on the east. Kimkan ore consists of 
magnetic and ferrous, micaceous quartzites. The ore has an iron con- 
tent of approximately 37 per cent. Without preliminary refining the 
ore is not suited to smelting. Experiments in enriching and conditioning 
of the ore have demonstrated the possibility of deriving by magnetic 
separation a concentrate (from 42 to 53 per cent, of the crude ore) with 
an iron content of from 50 to 60 per cent, and a low content of harmful 
ingredients. Preliminary estimates of the reserves of the Kimkan bed 
indicate a general ore reserve of 170 million tons. 

The Kailan beds are located 35 km. south-west of Birakan Station of 
the railway on the south-eastern slope of the Sutar Range at the head- 
waters of the Kailan River. The Kailan ore consists of ferrous quartzite 
with an iron content of from 55 to 46 per cent. The total geological 
reserves of ore in the beds are set at 65 million tons. 

The Ditur beds are located along the Podrezovsky River, a tributary 
of the Ditur River south of Birakan Station. The Ditur ore is analogous 
in structure to the Kailan ore. 

The southern iron-ore district of the Lesser Khingan extends 40 km. 
from the Amur River and lies between the villages of Ekaterino- 
Nikolsk and Soiuznoye directly north of the head- waters of the Stariko- 
vaya River. As many as ten iron beds are known in the district, four of 
which have been more or less surveyed. This district occupies the second 
place in the territory in point of reserves (after the Northern Khingan). 
The geological reserves of ore in the district consist of haematite and 
ferrous micaceous quartzites. The possibility of tremendous reserves in 
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* the southern Lesser Khingan district cause this district to be regarded 
as an important potential iron-ore centre. 

An unfavourable characteristic of the ores is their low iron content 
and the large quantity of impurities, including silica. However, the 
example provided by the working of the Anshan ores in southern Man- 
churia shows that the industrial exploitation of the Southern Khingan 
ores is practicable, and that the district deserves geological and techno- 
logical investigation. 

A second iron belt has been discovered along the western slope of the 
Sikhota-Alin Range, which consists of an extensive system of folds, as 
a result of which the iron-ore deposits have come to the surface. Near 
the Ussuri Station a number of beds of the same type as those on the 
Lesser Khingan have been surveyed, and a reserve of 90 million tons of 
ore has been located. It is quite probable that this belt also continues 
farther to the north in the Amur district. 

Another type of Far Eastern iron ores is connected with granite intru- 
sions which, acting upon the limestone, produced typical contact mag- 
netic beds. So far two districts have been located with ores of this type 
the Olginsko-Sudzukhin and the Sergeievsko-Ippolitov. The former 
district is on the shore of the Japan Sea near Olga Bay and along the 
Sudaukhe River. The geological reserves in this district, which include 
a number of separate beds, have been estimated at the present time at 
20 million tons, but further geological survey work will in all probability 
considerably increase the figure. The ores are easily conditioned and 
contain from 45 to 60 per cent. iron. 

The Sergeievsko-Ippolitov district is also located in the southern part 
of the Maritime district, between the Ussuri Railway, Manchurian 
Branch, and the international boundary with Manchuria. The deposits 
known so far are not very large. 

In the western part of the Far Eastern Region iron ores occur in 
conjunction with granite. The magnetic beds on the Chichatka River 
near the railway are extremely interesting. The beds of brown ironstone 
near the city of Nikolaevsk on the Amur belong to the third type. These 
beds were formed by the destruction of a basalt layer rich in iron. Ac- 
cording to preliminary surveys, there is a reserve of approximately 
10 million tons of ore with an average of 40 per cent. iron. Recently 
the opinion has been voiced that these ores are connected with the 
ancient terraces and are similar in point of origin to the so-called 
'swamp ores'. 

The magnetic sands on the coastal strip of the Poset district near 
the Korean boundary belong to the fourth type. These beds were 
formed by the destruction of rich magnetic basalts. The reserves are 
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not very large, approximately 1,200,000 tons, with an iron content of 
31-25 percent. 

Besides the enumerated beds and districts, there are at many points 
in the Far East uninvestigated surface indications of iron ores. 

Manganese. With the organization of the metallurgical industry in 
the Far East, the question of manganese has been raised. Formerly 
practically no manganese deposits were known in the Far East. In 
recent years considerable manganese beds have been discovered north- 
west of Khabarovsk at Volochaevka Station on the Amur Railway. 
Indications of manganese ores have also been observed in the Olginsko- 
Sudzukhin Region and on the Lesser Khingan. 

Lead, Zinc, and Silver. Deposits of polymetallic ores, lead, zinc, and 
silver, are centred along the coast of the Japan Sea in the neighbourhood 
of Tetiukhe and Olga Bays. The largest of them is the Tetiukhe bed with 
an ore reserve of 5 million tons which is already being worked by a well- 
equipped combinat linked with the sea coast by a 35 km. narrow-gauge 
railway of the heavy type. The working of this bed began in the 1890's. 
In the beginning an extremely rich oxidized galmey bed was mainly 
worked, but by 1915 it had been almost completely exhausted, and from 
that time sulphide ores have been mined almost entirely. 

Besides the Tetiukhin bed the district contains several other some- 
what smaller reserves which are as yet inadequately surveyed. These 
include the district of the Gulf of Vladimir (the Kholuvai and Ugulovoye 
beds, where veins of galmey and lead ochres are to be encountered), 
the district of the Olga Bay where several large lead and zinc deposits 
have been located, the Kisin lead and zinc mine between the plains of 
the Tiutikha and Tadush Rivers, the Dzhigit district north-west of the 
basin of the Tiutikha and Okhaba Rivers, where lead, zinc, and copper 
beds with a high silver content have been located, the coasts of the 
Arctic Ocean, the Okhotsk and Bering Seas, where silver-lead-zinc beds 
are also to be found (near Cape Stone-Heart, in the Siglan Bay of the 
Okhotsk Sea). 

In point of origin the territory's deposits belong to the hydrothermic 
metaxomites, that is, were produced by the infiltration of ore-bearing 
solutions from the magmatic core, replacing the limestones. Extremely 
interesting from the standpoint of prospecting for polymetallic ores are 
the Gilyuisko-Urkan and Zeisko-Uchur districts in the western part 
of the Far Eastern Region. Indications of polymetallic ores have been 
discovered at many points in this district. 

Gold. Gold was mined in the southern Maritime District by the 
ancient aborigines hundreds of years before the coming of the Russians. 
At the time when the territory was annexed to Russia, the first form of 



298 THE RESOURCES AND ECONOMIC DEVELOPMENT 

mining enterprise was the gold industry, which began to develop rapidly 
in the Far East at the close of tHe 1860's. 

The first geological survey of the surface was begun and carried 
through by the Tsar's government in the gold-bearing regions of the 
Zeya. 

Gold was extracted from the large washes of auriferous sand dis- 
covered at the time, almost entirely by manual labour. Many washes 
were completely spoiled, since only the richest and most convenient 
sections were selected. Through careless washing of the sand much of 
the gold was lost with the slag. 

At the present time gold extraction has been extensively mechanized : 
dredges, excavators, and hydraulics extract gold from many of the old 
washes which were spoiled by the old washing methods. Small claims 
remaining from the old mining are exploited by artels of individual pros- 
pectors under the supervision and direction of the state. This form of 
work gives excellent results as regards increasing the gold yield. 

The proper organization of prospecting in the years of the first and 
second Five-Year Plans resulted in the discovery not only of new washes 
but also of whole extremely rich gold-bearing districts so far untouched. 

RIVER SYSTEMS AND LAKES 

The Far Eastern Region is extremely well irrigated. Many large 
rivers flow through its vast area, with ramified systems of tributaries. 
The rivers of the territory flow to the basins of two oceans : the Pacific 
(the Okhotsk, Japan, and Bering Seas) and the Arctic. The extremely 
rugged topography, perpetual ground frost impenetrable to water, the 
torrential summer rains, and the general heavy precipitation in the 
territory lead to an extremely rapid surface flow of water, very little 
seepage, and the formation of large river systems throughout the area. 
This explains the main peculiarity of the rivers of the Soviet Far East : 
the tremendous range of variation in the water level and the low water 
level in winter. 

The Amur is the main river of the Far East of the U.S.S.R. It is 
formed by the confluence of the Shilka and Argun Rivers. The Amur 
includes almost the entire area of the territory in its basin and has a 
length of 2,876 km. within the territory. 

It is navigable below the junction of the Zeya River. Among the 
tributaries of the Amur, the following are navigable : the Zeya and its 
tributary the Selemdzha, the Bureya, the Tunguska, the Bira and Ussuri 
(for a distance of 640 km.). In addition to navigation, the Amur basin 
is used also for log-floating. The logging length of the Amur is 50 per 
cent, greater than its navigable length. 
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As was indicated above, summer and early autumn in the territory 
are accompanied by heavy and prolonged torrential rains, which some- 
times fall over a wide area. These torrential rains cause floods. Floods 
are further facilitated by the orographical conditions of the territory, 
the crystalline rock formations that ridge the country, and the perpetual 
ground frost, as well as by the peculiar distribution of the tributaries 
and the many rivers as a result of which large volumes of water reach the 
main stream simultaneously. Devastating and destructive floods are 
extremely frequent in the territory. Thus in the period from 1861 to 
1931, that is, over a period of seventy-one years, strong floods were 
recorded in thirty-three years ; in eight years these were exceptionally 
severe. Floods usually occur in July and August and most frequently 
in the basin of the Ussuri River and the southern part of the Maritime 
District, that is, in the southern parts of the territory. 

The many rivers of the territory, the mountainous character of many 
of them, and the large flow of water create favourable conditions for 
power generation. The total reserve of water-power in the region has 
been calculated by the Far Eastern Institute of Geo-Physics at 62 
million horse-power, or about one-fourth of the total water-power re- 
sources of the U.S.S.R. The total power of hydro-electric enterprises 
that are technically capable of realization amounts to 5 million horse- 
power. The exploitation of the water resources of the Far Eastern 
Region must be many-sided. Besides supplying water-power it must 
help to improve navigation, log floating, and flood control. 

The Far Eastern Region abounds in lakes, some of them very large. 
The principal ones are Khanka (area 4,300 sq. km.), Bolon (1,100 sq. 
km.), Chukchagirskoe (740 sq. km.), Evoron, Kizi, Udil, Oryo, Kronot- 
skoe. In addition, there are small lakes near the river mouths. In the 
southernmost part of the territory, at the mouth of the River Tumen- 
Ula in the Poset district, is Lake Talmy, which is used for salt distilling. 

THE SOILS 

The soils of the Far Eastern Region are very diverse. This diversity 
is bound up with the differences in the factors of soil formation in the 
district (climate, vegetation, continental soil-forming deposits, &c.). 

The Tundra. 

Through the northernmost section of the Far Eastern Region extends 
a picturesque region of tundra and wooded tundra (the Chukotsk and 
Koryak national regions). Almost all of this region lies within the line 
of perpetually frozen sub-soil. Because of the existence of this layer of 
frozen soil, which hinders vertical drainage, and of the low temperatures 
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and scanty evaporation, the tundra soil is very wet. Also, the sandy, 
dusty argillaceous soil of the tundras easily takes on the consistency of 
quicksand. The motion of quicksand-like masses downhill, under the 
influence of the gravitational forces of the soil seams, causes a deforma- 
tion of the soil seams, leading to the formation of peculiar spots, mounds, 
&c., on which nothing grows. This peculiar spotted and knolled profile 
of the tundra soil is found also on the flat watershed sections of the 
argillaceous soils. But the origin of the spots and mounds, which is 
bound up with the phenomenon of the freezing of damp soil seams, is 
much more complex in conditions of perpetual frost. All these deforma- 
tions of the sub-soil are of great importance in construction work in the 
zone of perpetual frost. 

The facts available show that it is possible by methods of agricultural 
technique not only to hold in check the unfavourable characteristics of 
the tundra soil, but even to transform these soils. Aside from drainage 
and the possible improvement of temperature conditions (connected 
with artificial conditioning), the tundra soils demand the introduction of 
fertilizers and a radical improvement in microbiological activity. The 
improvement of microbiological processes is attained by the introduc- 
tion of thoroughly decayed manure. The best results are achieved by 
the combination of prepared manure with mineral fertilizers in forms 
suitable for vegetation. 

The Taiga. 

To the south the tundra and wooded tundra border on the vast 
Okhotsk taiga (forest) region. This wooded region is, for the most part, 
a region of perpetual frost, with islands of thawed soil. The depth of the 
active layer here is considerably greater than in the tundra. The layer 
of perpetual frost lies as low as two or four metres below the surface in 
drained soils. It is only in the peat bogs that the thickness of the active 
layer seldom exceeds 40 to 50 cm. 

Soil Improvement. 

The development of agriculture in the Far Eastern Region demands 
the mastery of the virgin taiga lands. Despite their diverse composition, 
the virgin soils of the alluvial series (brown soils and podsolic soils) have 
a small supply of nutritious elements suitable for vegetation. Due to a 
certain surface marshiness and scanty microbiological processes, the 
taiga soil usually gives no harvest the first year. In the second year 
there is a great increase in the yield. But these necessary elements are 
quickly expended by the soil, and after one or two years its fertility 
decreases. The introduction of manure fertilization greatly increases 
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the yield. The best results are obtained by the use of manure together 
with mineral fertilizers. 

The group of swampy soils sometimes have reserves of food elements, 
accumulated over very long periods. The peaty, gleety, and argillaceous 
soils and sedge swamps (mareys) are especially rich. But, of course, 
these soils need draining. 

The interesting experiments of the Ogoronsk station show that the 
frost in the soils of the swamp series is very shallow and does not hinder 
their exploitation. After seven years of cultivation the frost level of the 
peat-gleet soils of the Ogoronsk experimental station was lowered from 
40 to 170 cm. During the first two years of cultivation on peat-gleet 
soils, agricultural vegetation sometimes gives no harvest (despite the 
draining of the soil). But from the third year on, the yield grows 
unfailingly and reaches satisfactory figures. The Ogoronsk station 
obtained the following harvests in 1932, in the sixth year of cultivation 
of the frost swamp, without fertilization : 

(In centners 
per hectare) 

Summer wheat . . 14 

Summer rye . . . 18-5 

Oats .... 27-5 

Thus, there are promising prospects for the cultivation of the soils of the 
swamp series. 

We shall now consider the southern, south-eastern, and partly the 
eastern (Kamchatka) sections of the Far Eastern Region. These 
regions lie in part beyond the line of perpetual frost (southern and cen- 
tral Kamchatka and the coastal section) and in part in the regions of 
islands of perpetual frost amid thawed soil. The factors of soil forma- 
tion here are very different. This is the region of the peculiar Man- 
churian taiga; here there is a great intensification of the monsoon 
element in the climate. Kamchatka stands out as a separate district, 
characterized by the flora of its grassy (herbaceous) sparse coast woods 
and the specific character of the soil-forming layers, bound up with 
volcanic mountain layers. 

VEGETATION 

The Far Eastern Region is exceptionally interesting in regard to 
vegetation. No other region of the U.S.S.R., except perhaps the Cau- 
casus and the Crimea, can compete with this district in variety of flora. 
We encounter here forms of vegetation remaining from the pre-glacial 
period, which have long since disappeared in almost all parts of the 
northern hemisphere. 
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The southern part of the territory gives us an exceptionally interest- 
ing picture of the mass acclimatization of southern Tertiary forms of 
vegetation and their gradual adaptation to a cooling climate. One can 
see in this district the rarest combinations of induvial forms of vegeta- 
tion, with exceptional resistance to low temperatures. In the huge 
expanses of the district we find, on the one hand, flora of the zone of 
broad-leafed forests and, on the other, almost entirely treeless tundra. 
The exceptional variety of the vegetation of the Par Eastern Region 
is due, mainly, to the climatic, soil, and orographic differences between 
various sections of the district. 

The Far Eastern Region is mainly a forest country. The composi- 
tion of the forests of the Far Eastern Region is extremely diverse ; 
there are about 85 types of trees in the region. Of the eight billion 
cubic metres of wood reserves of the Far Eastern Region, 2-5 billion 
are larch, 2*5 billion fir, 1 billion spruce, 1 billion cedar, 0-8 billion pine, 
O4 billion birch, and 0-2 billion oak. There are among these many very 
valuable types of wood. 

The Ayan fir and the white fir are most valuable raw material for the 
cellulose and wood- working industries. The Korean pine the main 
type of the Far Eastern forests gives splendid building material, and 
bears large cones and nuts. The mountain pine, which is widespread in 
the northern part of the territory, also bears excellent nuts. The woods 
of the Mongolian oak, ash, lime, elm, velvet cork tree, nut, and birch are 
used in the most expensive and delicate branches of the wood-working 
industry and in airplane building. The iron birch, which grows in the 
southern part of the territory (in the Poset region), can be used in place 
of imported wood for special wooden parts in machine building. 

Manchurian walnut, like other hdrd leafy types, gives excellent 
material for the preparation of airplane parts. The Akatnik, with its 
brown wood, has a very strong resistance to decay. The velvet cork 
tree (the Amur cork tree) has a trunk covered with a growth of cork 
about 3 or 4 cm. thick ; this cork is used in thermotechnics. The Mon- 
golian oak gives 'Spiegel' boards, a splendid decorative material (for 
walls, &c.). The Manchurian ash gives the best raw material for plywood 
production ; the nails used in building boats are made of white lilac or of 
maple. The Far Eastern Region thus yields very valuable woods for 
building and for various manufactures. 

We must note also the presence of very fine honey bearers in the Far 
Eastern forests: maple, the velvet cork tree, the Manchurian walnut, 
honeysuckle, bush-clover, &c. Far Eastern honey, along with Mexican 
honey, is the best in the world, and has already been recognized as such 
on the world market. 
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FAUNA 

Stretching from the vast Arctic to the warm southern seas, with its 
varied topography and vegetation, the Far Eastern Region could not 
fail to have a diversified fauna. Its denizens include typical polar 
species : polar bear, northern reindeer, arctic fox, lemming, white grouse, 
northern owl, &c. The southern parts are inhabited by the Manchurian 
tiger, the Himalayan bear, spotted reindeer, the Japanese ibis, ducks, 
mandrakes, the blue magpie, &c. representatives of the sub-tropics. 
On the rocky crests of the mountain ranges are found the ram and the 
nemorhaMua antelope, while the swampy river lowlands and lakes are 
inhabited by the racoon, the Ussuri mole, and the wild boar. 

The fauna of the Far Eastern Region is not only of scientific 
interest, but provides an inexhaustible reserve for practical purposes. 
The greatest economic importance must be attached to the many 
varieties of aquatic and fur-bearing animals. 

Aquatic Animals. 

As regards its potential fish reserves, the Far Eastern Region holds 
first place among the regions of the U.S.S.R., although in size of the 
fishing catch it ranks second to the Caspian basin. The fishing area of 
the territory comprises approximately half a million sq. km., only one- 
tenth of which is utilized. The richest of the three seas in the Soviet 
Far East is the Bering Sea, but as regards the catch, the Japan Sea is 
by far the more important, being the most accessible. 

The rivers and lakes of the Far East are of great commercial im- 
portance. High-grade salmon are caught here. The following bodies of 
water are of prime importance as regards fishing : Khanka, Petropav- 
lovsk, Orel Lakes, and the River Amur with its estuary. On the basis of 
data now available, the varieties of fish inhabiting the waters of the 
Far Eastern Region are estimated as follows : 

Japan Sea . . .116 

Okhotsk Sea . . 121 

Bering Sea . . .165 

Freshwater . . .72 

The following fish are of greatest commercial importance : herring, 
cod, halibut, tuna, and salmon. Less importance is attached to the 
ivassi (sardine), dorse, mackerel, pilengas, mentai, ugai, smelt, flounder, 
sea-ruffs, Uikha. Herring is caught in great quantities throughout the 
Far East, especially off the southern coast from Poset Bay to the Gulf 
of Tartary. Cod, which is highly prolific (according to weight, the 
female lays from 2,700,000 to 9,000,000 eggs) is also caught in great 
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abundance. The richest cod banks are in the Okhotsk Sea off the Com- 
mander Islands and off the south-eastern and western part of the Kam- 
chatka coast. Halibut, which belongs to the flounder family, is mainly 
distributed in the Bering and Okhotsk Seas, but is also to be found in 
the Japan Sea. Tuna (in Japanese magura), a variety of mackerel 
which reaches a length of 3 metres and a weight of 4 centners, is to be 
found in the Bay of Peter the Great. Ivassi, which belongs to the her- 
ring family, is caught throughout the summer and autumn, exclusively 
off the Maritime district as far as the Gulf of Tartary . 

Salmon occurs along the entire coast from the extreme south to 
Anadyr and in all the rivers of the territory. It is especially plentiful 
in the mouth of the Amur River, which is one of the main sources of 
salmon in the Soviet Far East. Among the salmon the following varieties 
are of commercial importance : dog-salmon, hump-backed salmon, sima, 
salmo, red salmon, and Kizbuch Sima (Pacific Ocean salmon) which is 
caught along the Maritime District; the remainder are found everywhere. 
Smelt occurs in the waters of the territory everywhere from the Bering 
Sound to the far south. It enters the Kamchatka and Gizhga Rivers. 
Ugai ('red feather') is the only representative of the carp family in Far 
Eastern waters. It is caught at the mouths of the rivers, including the 
Amur, where it goes to spawn. Mirdai and pilengas are local commer- 
cial varieties, extremely tasty, which are mainly caught off the Mari- 
time District. Haddock, Far Eastern dorse, is widely distributed 
throughout the Far Eastern waters and is especially plentiful off Kam- 
chatka. Far Eastern sharks are quite large : the prickly shark attains a 
length of 110 cm., the herring shark one of 2 metres, the hammer shark 
one of 4 metres. Sharks are caught in all the waters of the district. 

Marine animals come second in importance among the animals 
of the Far East. Among them, the following should be mentioned: 
whales (20 varieties) and pinniped (8 varieties). Most of the whales in 
Far Eastern waters inhabit the Arctic Ocean (northern whale) and go 
south through the Bering Strait ordinarily as far as 60 N. Lat., being 
found chiefly in the bays of the Chukhotsk- Anadyr district (Kresta 
Bay, Lavrentiya Bay). The Okhotsk Sea is inhabited by the so-called 
Japanese whales, while around the Commander and Shantarskie Islands 
the hump-backed whale is encountered. The following kinds of whale 
deserve mention : the sperm whale, which descends as far as 40 N. Lat., 
the ore and the white whale, which are especially plentiful in the Amur 
estuaries. As regards the pinnipeds, walruses are plentiful in the waters 
of the territory (in the Arctic Ocean and the Bering Sea) ; seals are found 
everywhere, Yakiba live in the Okhotsk Sea, and sea-lion in the Sound of 
Peter the Great. Among the invertebrates of the Far East, the following 



OF THE SOVIET FAB EAST 306 

are of most importance: crabs, shrimps, oysters, midiae, trepans, 
rectinates. Crabs are caught throughout the Far Eastern Region. 
They are especially abundant in Kamchatka (from the Kambalnaya 
River to the Icha River) and the Maritime District (Sound of Peter the 
Great). Grabs are one of the largest forms of crustaceans. They are 
highly valued for their delicious meat. Shrimps occur in tremendous 
quantities in the lakes of the territory (especially Lake Khanka) and in 
the sheltered bays (Strelok, Vostok, Nakhodka). 

Molluscs inhabit all the waters of the Far Eastern Region. The 
most abundant is the oyster. Numerous oyster beds occur in the 
northern part of the Amur Gulf, Expedition Bay, and Poset Sound. 
The oysters of De-Kastri Sound are considered the best. The small crab 
midia is also found throughout the territory. It is especially abundant 
on Wrangel, Rimskii Korsakov, and Reinek Islands. Doubtless, the 
most valuable mollusc is the marine pectinate, which reaches a large size 
and is quite frequently found in the Maritime District. A river variety 
of this pectinate inhabits the muddy waters of the Amur and its lakes, 
especially Khanka, in huge quantities. Trepans which belong to the 
family of sea melons (holothurians) of the mobile category occur through- 
out the district. The Maritime and Okhotsk shores are its points of 
concentration. The common trepan is from 5 to 6 cm. long and 3 cm. 
wide. Large trepans reach a length of 20 cm. They live in shallow depths 
(13 to 17 metres). The most delicious trepans in the world come exclu- 
sively from the Sound of Peter the Great. The mountain rivers 
tributaries of the Ussuri and the Amur as well as the rivers of Kam- 
chatka (the Goligina and Zhemchuzhnaya in particular) contain huge 
quantities of pearl oysters, which cover their bottoms (over 400 per sq. 
metre). They provide shells for the mother-of-pearl industry, meat for 
swine and fowl, and pearls. 

Fur-bearing Animals. 

The second most important group of the fauna of the Far Eastern 

Region are the fur-bearing animals. The main representatives, those 

having the greatest commercial importance, are : squirrel, fox, arctic fox, 

ermine, mountain ram, shrew, and sable. High-grade fur, pantocrene 

from the antlers of Manchurian deer and spotted deer, the secretion of 

the musk-deer, and meat, these are the main products of the Far Eastern 

fur-bearing animals. The Far Eastern Region may be divided into 

several districts as regards the commercial importance of the land fauna : 

1 . Chukhotsk- Anadyr district, where the most important species are : 

polar bear (on the sea coast), polar fox, red fox, wolf, sivodushka, 

wolverine, otter, bear, ermine, hare, reindeer, and mountain ram. 
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2. Kamchatka sable, fox, otter, bear, ermine, wolf, glutton, rein- 
deer, wolverine, mountain ram. 

3. Commander Islands sea-beaver, arctic fox, and sea-lion. 

4. Okhotsk coast squirrel, fox, bear, wolf, wolverine, sable, white 
fox, otter, ermine. 

5. Maritime sable, squirrel, fox, bear, wolf, wolverine, shrew, otter, 
Amur racoon, badger, lynx, reindeer, spotted deer, wild goat, 
Manchurian deer, elk, Amur antelope, wild hare, tiger, and snow 
leopard. 

6. Sakhalin bear, wolf, wolverine, lynx, otter, fox, sable, squirrel, 
reindeer, musk deer. 

7. Amur district squirrel, fox, shrew, sable, ermine, polecat, otter, 
bear, wolverine, lynx, hare, Manchurian deer, musk deer, wild 
boar. 

Among the districts of the territory the most important for hunting 
and fur are the northern (Chukotka and Kamchatka) and the Maritime. 

THE FIRST YEARS OF SOVIET POWER IN THE FAR EAST 
Constructive work by the Soviet Government began considerably 
later in the Far East than in the other parts of the Union. Not until 
October 25, 1922, did the Japanese interventionists leave Vladivostok. 
In the beginning of November in the same year the National Assembly 
of the Far Eastern Republic met in Chita and passed a resolution de- 
claring Soviet Power in the whole Russian Far East and its union with 
the land of the Soviets, with the extension to the Far East of the Soviet 
Constitution and the Soviet laws. On November 18, 1922, the Ail- 
Russian Central Executive Committee recognized the former Far 
Eastern Republic as an inseparable part of the country of Soviets and 
included it in the R.S.F.S.R., transforming it into the Far Eastern Pro- 
vince. As a result of their difficult struggle for freedom, the peoples of 
the Russian Far East became a member of the family of the peoples of 
the Soviet Union. In 1930 the Far Eastern Province was transformed 
into a Region, its Sretensk and Chitinsk districts becoming part of the 
East Siberian Region. With the establishment of Soviet power, the 
great task of restoring the national economy ruined by the interven- 
tionists was begun. In the first years of its existence the Soviet Govern- 
ment, while building up the economy of the country, had also to carry 
on a hard struggle to establish Revolutionary order. The White Guard 
armies which had been defeated and driven out had left in the region a 
number of small bandit gangs engaged in plunder and in killing repre- 
sentatives of the Soviet Government. Detachments of Tungusy and 
White Guards plundered and slaughtered the population of the border 
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villages. The Ussuri railway was in constant danger from raids. The 
Japanese militarists supported any adventure which aimed at disrupting 
Soviet construction in the Far East. All this, of course, hindered the 
constructive work and kept back the economic development. 

In the first years of its existence the Soviet Government brought the 
economic system of the Far East out of its state of collapse. Regular 
traffic was soon restored on the Amur Railway in order to connect it 
with the Soviet Union. One after the other the old industrial enter- 
prises, ruined during the intervention, were restored to order. They 
were not only restored but extended and adapted to the growing new 
needs. By 1928 industrial production was double that of 1923, and had 
reached the pre-War level. Coal production was increased to supply 
fully railway and water transport, and also industry. A number of 
measures were introduced to regulate fishing in internal and sea waters. 
The result was a big increase in the catch. Lumbering developed, and 
woodworking industries which were established grew rapidly. In 1928 
oil production was commenced on Sakhalin. The restoration and 
development of agriculture received great attention. Arable land was 
extended, and a development of live-stock rearing began. Agricultural 
settlers began to come in from the central regions of the Union. 

The role of private capital in the industry of the Far East was, by the 
end of the restoration period, reduced to nil. Heavy industry had been 
transferred completely into the hands of the state, a fact which secured 
the possibility of its further planned development. 

Economic development in the Far Eastern Region is closely bound 
up with the whole power of the national economy of the Soviet Union. 
The success of socialist construction in the principal parts of the country, 
the creation of the necessary technical basis for the reconstruction of all 
branches of industry, and the socialist reconstruction of agriculture have 
their reflection in the setting up of broad economic tasks in the Far 
Eastern Region. 

ECONOMIC AND CULTURAL CONSTRUCTION DURING THE FIRST 
AND SECOND FIVE-YEAR PLANS 

The Principal Tasks of Economic Construction. 

Socialist economic construction faced a number of complicated tasks 
in the spheres of industrial, transport, agricultural, and cultural con- 
struction in the Soviet Far East. 

The economic backwardness of the region, which was the legacy of 
the Tsarist regime, had to be overcome. This required wide develop- 
ment of new industrial construction and the formation of new branches 
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of industry which would guarantee further progressive growth of the 
entire economy. Industrial development in the region depends on the 
utilization of the natural resources of the unexploited region, and 
the creation of new industrial centres and areas. 

A limiting factor in successful economic development in the Far East 
was transportation. The single-track Amur line could not serve the 
growing internal traffic and the connexions developed by the Far East 
with other parts of the Union. Road construction was needed to link up 
newly exploited districts with the inhabited territory of the region. It 
was necessary to develop water, air, and road transport, together with 
railway construction. 

In the First Five-Year Plan, Soviet industrial development created 
a technical basis for socialist reconstruction of agriculture. The poor 
and middle strata of the peasantry definitely turned toward socialism. 
The integration of individual peasant holdings into collective farms 
began, and the equipment of agricultural production with new tech- 
nique. The Far East was included in this general movement. The 
great task of transforming the agriculture of the Far Eastern Region on 
socialist lines began, providing for its further progressive development 
on a new basis. 

Industrial growth and the socialist reconstruction of agriculture are 
bound up in Soviet conditions with the steady increase in the material 
and cultural standards of the workers and peasants. Hence the task of 
developing in the Far East a wide network of social and cultural 
establishments (schools, libraries, clubs, hospitals, creches, &c.) to meet 
the needs of the growing population. 

In the planned Soviet economy these are all links of one chain. The 
First Five-Year Plan was fulfilled in four years, the Second is being 
speedily fulfilled. The tasks of Socialist reconstruction of the economy 
of the Soviet Far East have already been fulfilled to a considerable 
extent, which opens up new and even greater perspectives of develop- 
ment for the country. 

Industry, Mining, Lumbering, Fishing, and Generation of Power. 

In the general pre-revolutionary economic structure, industry took a 
secondary place in the Far East. Local industrial enterprises covered 
only a small part of the demand, the bulk of industrial goods being 
imported from the central regions of Russia and, during the interven- 
tion, from abroad. The Soviet Government set itself the task of indus- 
trially developing the region. At the beginning of the First Five-Year 
Plan all industrial enterprises were re-established and reorganized, and 
new construction began on an extensive scale. 
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At the end of the First and the beginning of the Second Five-Year 
Plan a number of new large-scale industrial enterprises were set going. 
The reconstruction and extension of the principal existing enterprises 
also went on. The result was the swift growth in gross output of industry 
(see Table 3) and a sharp increase in the proportion of industry in the 
general economic structure. 

TABLE 3. GROSS INDUSTRIAL PRODUCTION 
(In prices of 1926-7) 



Year 


Production in 
million rubles 


Per Cent. 


1913 
1923 
1928 
1932 


62-4 
33-7 
61-0 
262-5 


100-0 
64-0 
97-8 
420-7 



This growth is explained not only by the development of the old 
industries existing before the Revolution (gold and coal industry), but 
also by the creation of a number of new ones : the extraction and refining 
of oil, the cement, automobile repairing, and other industries. 

The chief branches of heavy industry are gold, coal, oil, and metal 
working. The gold industry is one of the oldest in the territory . In the 
eighties and nineties of the last century, big gold-producing companies 
existed in the Far East, attracting a great quantity of hired labour and 
utilizing the rich gold deposits of Primorye 1 and Priamurye. 8 Ultimately 
the gold companies broke up ; the owners began to give up the mines 
developed by them to gold prospectors, receiving a fixed amount of 
gold according to agreement, regardless of the actual amount extracted, 
and compelling the miners to buy the goods they needed from the 
owners' stores. Thus the entrepreneurs were safeguarded against all 
possibility of loss arising from exploitation of the mines and, without 
putting in any capital, received a double profit. The income of the 
miners was very low. This resulted in the squeezing out of Russian 
workers from the gold industry and their replacement by cheaper 
Chinese labour. 

In the years of intervention the gold industry was ruined. Its restora- 
tion began in 1923 and in the first years proceeded slowly, as a consider- 
able number of the miners of the Far East were attracted by the newly 
opened Aldan gold district of the Yakut A.S.S.R., rumours of the riches 
of which had spread through Siberia and the Far East. 

1 The littoral of the Japan Sea and the Gulf of Tartary . 
1 The region along the Amur River. 
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At the present time gold extraction is concentrated in the hands of 
the state. The gold-mines of the Far East are combined in three trusts : 
Amur-gold, Primor-gold, and Upper Amur-gold. The richer of the old 
mines were restored and reconstructed. In recent years five new dredges 
have been brought into use. 

The mechanization of gold extraction is growing, not only in state 
enterprises, but also in the miners' artels. 1 In Primorye a new mine is 
being constructed with an electric station of 1,000 kw. which will supply 
with power two strong electric dredging branch establishments. The 
extraction of gold ore has been started and is developing. An important 
new gold-producing region has been created in the Kolyma district. 
There has been much prospecting, which ensures the further develop- 
ment of the gold industry of the Far Eastern Region. 

Coal-mining in Primorye began at the end of the last century, after 
the building of the Ussuri railway ; it was carried on by small owners, 
chiefly to supply the needs of Vladivostok. The requirements of the 
fleet were covered by imports from abroad. The Suchan coal-mines, on 
one of the most important seams of Primorye, were opened up by the 
state in 1907. Private enterprise had not been forthcoming in the Far 
East at that time for this undertaking, which involved considerable 
expenditure. With the building of the Amur Railway the Kivdinsk coal- 
mines were opened in Priamurye ; the production was inconsiderable ; 
the coal went to supply timberless stretches of railway in that region. 

Owing to the persistent demand of Vladivostok and the Ussuri rail- 
way the coal industry of Primorye developed fairly rapidly. Before the 
War production reached 390,000 tons. In 1917, owing to the growth of 
military transport, it rose to 600,000, and was supplemented by imports 
from abroad. 

During the intervention coal production did not decrease, but pre- 
datory methods of exploitation were employed here also. Equipment 
became worn out and was not repaired. 

With the establishment of Soviet power the state at first only 
exploited the Suchan coal-mines. The Suchan mines were re-equipped, 
and a number of new shafts were opened. In 1923 began the export of 
coal to Northern Manchuria, to supply the Chinese Eastern Railway and 
the town of Harbin. The economic development of the territory in the 
years of the First and Second Five-Year Plans caused a great increase of 
internal coal consumption which called for the rapid development of the 
coal industry. 

Six new coal-mines were opened up, which accounted for 70 per cent, 
of the total coal production of the territory in 1935. The new shafts 

1 Co-operatives of independent producers. 
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were mechanized. The proportion of mechanized production was 73 per 
cent, in 1935. 

A whole series of new seams were brought under exploitation in 
conformity with the economic demands of the region. The coal industry 
of Sakhalin was greatly developed ; Sakhalin coal supplied Soviet ship- 
ping and was also exported. In Priamurye the Raichikhinsk seam is 
being worked. Preparations are being made to open up Rozengartovka, 
Tolbuzino, and Bira. Thus, along with the Primorye mines the territory 
is setting up the necessary coal base for the inner districts of Priamurye. 

An oil industry was established on Sakhalin. The presence of oil on 
the island was already known in the eighties of last century, but it was 
only in 1910 that preliminary boring began. The Japanese began to 
extract oil during the period of intervention. According to an agree- 
ment between the U.S.S.R. and Japan, the Soviet Government granted 
the Japanese companies concessions in part of the oil and coal resources 
of Sakhalin for a period of 45 years, beginning January 20, 1925. The 
Japanese oil concession areas, which occupy 2-4 thousand hectares, 
alternate, in chess-board fashion, with the state fields. 

In 1928 the Soviet Government began to extract oil in the Okha 
region, on the eastern shore of 'Sakhalin. In 1934 production had 
reached 250,000 tons. The uninhabited Okha became transformed into 
an important industrial region with a population of 23,000 (1934). An 
oil refinery was established at Khabarovsk which began working in 
1935. Thus the territory was provided with liquid fuel. 

Before the Revolution the region's metal industry served only the 
needs of transport and of the War Office. The chief enterprises were the 
ship-repairing yards at Vladivostok and Blagoveshchensk, the railway- 
building shops in Nikolsk-Ussuriiskii (now Voroshilov), and the arsenal 
at Khabarovsk. Under the Soviets the old repair shops were recon- 
structed and converted into big plants. A factory for agricultural 
machinery was created out of the arsenal in Khabarovsk. Automobile 
repair factories were built in Khabarovsk and Voroshilov, to serve the 
region's rapidly developing motor transport. The largest of the new 
engineering enterprises is the ship-building yard now under construction 
of Komsomolsk. The first part of this, the biggest ship-building yard in 
the Far East, has already begun operations ; an electric station and a 
number of branch enterprises have been built ; the building of a metal- 
lurgical plant is in progress. Komsomolsk is the new centre of heavy 
industry in the region. Among other branches of industry must be 
noted non-ferrous metallurgy, the extraction of molybdenum, and a 
cement plant. 

The non-ferrous metallurgical industry is represented in the Far East 
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by the Sikhota-Alin Combinat, located on the eastern slope of the 
mountain range of Sikhota-Alin, on the upper part of the River Tiutikha, 
35 km. from the coast of the Japan Sea, with which the Combinat is 
connected by a narrow-gauge railway. The mining of ore was begun in 
1907 by the entrepreneur Brunner; it was carried on by small-scale 
methods. The ore and concentrate were exported abroad. During the 
Revolution the mine did not work. In 1924 the Soviet Government 
granted a concession of the mine to the same Brunner. The concession 
agreement was not fulfilled. Brunner, as before, relied on primitive 
methods in extracting and exporting the ore. Out of fourteen beds 
included in the concession only four were worked. The equipment of 
the smelting factory was neglected. So in 1932 the Soviet Government 
withdrew the agreement and started to build a combinat itself. At the 
present time the combinat includes the mine, smelting works, a narrow- 
gauge railway, and an electric station. The mine has been mechanized 
and ore production considerably extended. 

The development of Soviet high-quality metallurgy requires large 
amounts of tungsten, molybdenum, and other metal ores. The presence 
of deposits of molybdenum in the upper parts of Bureya was known 
before the Revolution, but they were not prospected. Prospecting, 
begun by the Soviet in 1927, established the presence of workable 
supplies of molybdenum on the River Umalt in the upper Bureya River 
region. In 1930 industrial construction was begun on the Umalt. Ore- 
producing galleries are being worked at the present time, and a smelting - 
plant and electric station. A workers' settlement has been established ; 
a school, a hospital, and a workers' club have been built. 

The large industrial, transport, dwelling-house, and municipal con- 
struction carried on in the territory called for the creation of a large- 
scale cement industry, the centre of which is Spassk. 

The Far Eastern Region is exceptionally rich in timber. There are 
sixty million hectares of wooded country with a stock of 7-3 million 
cubic metres of timber. The territory is one of the richest in the world 
for variety of timber. The forests of the Ussuri basin are distinguished 
for their special variety, as well as those of the south coast of the Japan 
Sea, and the basin of the Middle Amur. Along with spruce, fir, larch, 
cedar, and birch, are also found oak, barkhat, hornbeam, maple, lime, 
Manchurian hazel, and many other kinds. 

The territory is favourably situated for the transport of timber to 
Japan, China, Australia, Indonesia, and also to European markets. All 
this provides promising perspectives for the development of the timber 
industry in the Soviet Far East and its extensive participation in the 
timber trade of the world. 
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Before the Revolution the timber in the Russian Far East was 
undeveloped and was worked almost exclusively for the home market. 
The internal demands of the territory for rough timber and firewood 
were supplied by the peasants and timber merchants. Government 
timber supply on a large scale began only with the building of the Amur 
railway. The technique of timber production was on a low level. The 
only tools used were the saw and the axe ; transport was exclusively by 
horses. Forest work went on in winter when the local peasants were not 
engaged in agriculture. There were no special cadres of timber workers. 
The only forest areas to be exploited were those adjacent to the railway 
and the main rivers of the inhabited part of the territory. The total 
supply of timber was about 3 million cubic metres. 

The wood- working industry also had been undeveloped before the 
Revolution ; its main branch was saw-milling. The saw-mills were for 
the most part small, with one or two frames, and were mainly concen- 
trated in the Priamurye province. In Priamurye there were several 
large saw-mills. Before the World War the saw-mills of the Far East 
produced about 400,000 cubic metres of sawed timber ; the chief con- 
sumers were the War Office, the railways, and the towns. 

Among other enterprises must be noted the plywood factory in 
Vladivostok and the match factory in Blagoveshchensk: they also 
were poorly equipped and of small power. 

The export of timber began in 1904, but was not well developed. In 
the ten years from 1908 to 1917 the average annual export amounted to 
about 40,000 cubic metres, which was less than one-tenth of the annual 
timber production of Primorye. 

During the intervention the wasteful cutting and export of timber 
by Japanese entrepreneurs began. In 1922 the Japanese exported from 
Soviet Priamurye nearly 400,000 cubic metres; a huge quantity of 
timber was, as we have mentioned above, exported from Northern 
Sakhalin. The Japanese exported almost nothing but log timber ; the 
saw-mills of Priamurye during the intervention were either idle or 
worked intermittently for a sharply restricted internal market. 

When Soviet power was established, the concession agreements made 
with the various provisional governments were annulled ; the timber 
merchants were invited to make agreements on new conditions which 
guaranteed the rational exploitation and preservation of the forests of 
the Far East : the Japanese timber merchants elected to change over to 
trading in timber on short-term agreements of from one to two years. 
A state timber industry was then started in the Far Eastern Region. 
This finally ousted the private timber industry. 

As a result of the great work done in reconstructing timber-preparing 
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and wood-working the Soviet timber industry considerably extended 
the utilization of the timber wealth of the territory and opened up a 
number of new regions. Eight narrow-gauge timber- transport railways, 
totalling 200 km. in length, have been built, as have been a wide-gauge 
branch line of 52 km. and a number of motor and tractor roads. Over 
a hundred motor saws and thirty sleeper-cutting machines are working 
in the forests. The tractor assumes greater importance each year for 
the transport of timber. The chief river ways are provided with pinnaces 
for the timber-floating service. Considerable cadres of forest workers 
have been established. 

The wood-working industry has been radically reorganized. The old 
sawmills have been re-equipped, and a number of new factories have 
been built. In Lesozavodsk (near Ussuri), in Nikolaevsk on the Amur, 
and several other places, production of wood tar for the fishing industry 
has commenced ; also the production of building material, boxes, and 
furniture. 

As a result of the technical reconstruction and re-equipment the 
capacity of the Vladivostok plywood factory has been doubled ; the 
match factory in Blagoveshchensk has been reconstructed, exploiting 
available power to the full, to cover the match consumption of the Far 
East. The building of wooden ships has now been widely developed. 

In the early Soviet period (1923-8) and during the First Five- Year 
Plan (1928-32) the timber industry of the Far Eastern Region exported 
timber in considerable quantities to Japan, China, Australia, Oceania, 
and, among the European countries, to Great Britain. The yearly 
export came to nearly a million cubic metres. Later the great range of 
construction in the Far East enormously increased internal require- 
ments. In 1934, in comparison with the average for 1923-7, the internal 
demand for prepared wood had increased six times, and that for fire- 
wood three times. The export of timber was curtailed, and the industry 
began to work exclusively to supply internal demands. The timber 
industry holds an important place in the economic development of the 
Far East. Along with further development in the old inhabited regions, 
the timber industry will extend to the northern regions, as these become 
drawn into economic activity by the extension of the railway. 

The food industry occupies an important place in the economy of the 
territory. Its chief branch is the fishing industry. The territory has also 
a number of branches of the food industry engaged in the preparation 
of agricultural produce. 

There was no fishing industry at the time the region was united with 
Russia. Fishing for personal use was carried on by the scanty indigenous 
population and also later by the population of the Russian settlers on 
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the banks of the Amur and the Ussuri. Because of the absence of 
outside markets fishing continued for long to supply only local 
demand. 

Japanese fish-buying schooners appeared in the mouth of the Amur 
in 1889 ; in 1900 Japanese fish merchants were allowed to buy fish from 
the Russian population along the Lower Amur, and to prepare it on the 
spot with the help of foreign workers. The Fishing Convention of 1907, 
concluded between Japan and Russia for twelve years in accordance 
with the Portsmouth Peace Treaty, was important in the further 
development of the fishing industry in Far Eastern waters. Japanese 
fish merchants were allowed to engage in the fishing industry on equal 
terms with Russians. They were also allowed to bring in, free of duty, 
the necessary equipment, and to employ Japanese labour. 

The treaty waters included the whole coast, with the exception of 
thirty-four gulfs and inland waters. In the Amur estuary the Japanese 
merchants preserved the fish-buying rights granted them in 1900. 

A vigorous exploitation of the fish wealth of the Far Eastern Region 
began. A Russian fishing industry started to develop along the coast, 
alongside the Japanese. In 1907-9 there was an average annual haul of 
620,000 centners in Far Eastern waters ; in 1910-14 the average annual 
catch increased to 1,210,000 centners. This was confined to salmon. 
Crab fishing began on the shores of Kamchatka in 1914, and the herring 
industry still later. 

Sea fishing was mainly done by the Japanese. The development of 
a Russian fishing industry was retarded by its dependence for a market 
on the Japanese fish merchants, as all products were sold in the Japanese 
market. 

At the beginning of the World War the marketing, for internal sale, 
of Siberian salmon and garbush from the Lower Amur fishing centre was 
established, and also that of herring from the Gulf of Peter the Great. 
This fish (salmon and salmon -roe) went mainly to Siberia, and to some 
extent to European Russia. Sea fishing, as formerly, was carried on for 
the Japanese market. 

During the intervention period the Japanese carried on predatory 
fishing, not only in the former 'convention waters' (the terms of which 
expired in 1919), but also in the internal waters. This predatory fishing 
especially prejudiced the further development of the Lower Amur fish- 
ing region. At that time the canning industry had been developed to a 
certain extent. In 1922 there were twenty-two canning factories in 
Kamchatka, of which nineteen belonged to Japanese industrialists. 
The Far Eastern fishing industry in those years worked entirely for the 
Japanese market. 
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With the establishment of the Soviet Government measures were 
taken to regulate fishing and to preserve the fish wealth of the Far East 
from depredation. Far Eastern waters were divided up, as in the past, 
into outer waters in which foreigners were allowed to fish and inner 
waters reserved for Soviet nationals. The leasing of sections by auction 
was established. Foreigners who rented these sections were allowed the 
same rights as those enjoyed by the Japanese under the Fishing Conven- 
tion of 1907. 

The organization of the Soviet fishing industry developed rapidly. 
The state-owned Kamchatka Company (A.K.O.) was organized. This 
company was to carry out all operations in connexion with the economic 
development of Kamchatka, and of the fishing industry in particular. 
Important measures in the reorganization of the fishing industry of the 
Far East began to be taken in 1930. First of all the fishing fleet was 
greatly increased. By 1934 the number of motor vessels had increased 
eight times and numbered 890 ; at the same time the number of sailing 
ships increased at an uninterrupted pace. A number of drifters and 
trawlers began to be used, catching and preparing the fish on the open 
sea. A whaling fleet was established, consisting of a parent ship, three 
whalers, and another vessel. 

At the beginning of the Second Five-Year Plan the fishing population 
of the Far East was united in artels. Six motor fishing stations were set 
up to serve them, provided with motor ships and manufactories serving 
the fishing collectives. 

The growth of the fishing fleet, the participation of state industry in 
active deep-sea fishing, and the notable increase in productivity of petty 
fishing industry in conjunction with the collectivization of the fishing 
population assured a considerable increase of catch. 

Salmon (Siberian salmon, hump-backed salmon, and red salmon) is 
the main item in the total catch, herring coming second. The chief 
salmon-catching region is Kamchatka, and that for herring Primorye. 
These two regions supply three-fourths of the products of the Soviet 
fishing industry. The remaining one-fourth is caught in the Lower 
Amur near Khabarovsk, on Sakhalin, and in Okhotsk. A whaling 
industry has been established and is developing successfully ; its produc- 
tion has increased from 3*4 thousand tons in 1932 to 30*8 thousand tons 
in 1935 ; blubber to 15-3 thousand, and sturgeon and pinniped oil to 7-1 
thousand tons. 

The fish-canning industry has been greatly developed. The Soviet 
fishing industry has thirty-three coastal canning factories and nine 
floating crab-canning factories ; of these eighteen coastal and eight crab- 
canning factories were built in the years of the First and Second Five- 
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Year Plans. To serve the fish industry a large cold-storage depot with 
two refrigerators has been built in Vladivostok. 

The bulk of the product of the Far Eastern fishing industry is sent to 
the internal markets and is widely distributed throughout not only 
Siberia but also the European part of the Union. Cured, smoked, and 
frozen salmon, roe, and the canned fish of the Far East are at the 
present time in wide consumption and are in great demand in every part 
of the Soviet Union. 

The Soviet Government, therefore, has not only created a large fishing 
industry in the Far East, but has also linked it up closely with domestic 
consumption. What for dozens of years was an insoluble problem for 
Tsarist Russia has become an accomplished fact. The fishing industry 
of the Far East has now a firm basis on which to continue its develop- 
ment. 

Alon^ with the fishing industry other branches of the food industry 
have grown and become stronger. Sugar mills, fat refineries, and salt 
factories were established. The work of the experimental agricultural 
station made possible the cultivation of beet in the Prikhankaisk plain. 1 
Experimental sowing of sugar beet by the peasants gave favourable 
results. In 1932 the construction of a large sugar factory was begun in 
Voroshilov (Nikolsk-Ussuriiskii), and at the same time preparatory 
measures were taken to develop beet sowing in the adjacent districts. 
The sugar factory started working in 1935. 

In 1928 the construction of a large oil-fat combined in Voroshilov was 
begun. At present the combined, which includes an oil-extracting plant, 
a refinery, a soap factory, a hydrogenating plant, a thermo-electric 
centre, and a number of branch manufactories, is working. Through the 
hydrogenating plant, which formerly worked on vegetable oil, the fat of 
sea-animals has in recent years begun to be used in manufacturing. 

The Far East is a great salt consumer. In the beginning of the Second 
Five-Year Plan the total consumption of salt was 150,000 tons. Salt is 
imported by sea from the European part of Russia and by rail from 
Siberia. The creation of a local salt industry is therefore of great 
economic importance for the Far Eastern Region. Work in that 
direction has been going on since 1931. In the Posetsk region on Lake 
Talma a salt factory is being built. The salt will be obtained from sea 
water. The lake is divided up by dams into basins for freezing, and a salt 
reservoir. By the method of winter freezing the firmness of the salt 
attains 12 Borne ; this salt enters the reservoir and from there is drawn 
off through wooden pipes for evaporation in the salt factory. With the 
building of the factory in Talma the beginnings of the salt industry have 
1 The region around Lake Khanka. 
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been established in the Far East. Similar factories will be built along 
the Lower Amur, on Sakhalin, in Kamchatka, and on the Okhotsk 
coast, unless the active prospecting for rock salt, which is still going on, 
gives another solution of this problem. 

Among the new enterprises started in recent years must be mentioned 
the milling combinate in Khabarovsk, Bogi, and Voroshilov, a biscuit 
factory in Blagoveshchensk, and an agar-agar factory in Vladivostok. 
A number of old enterprises have been reconstructed and extended. 

The food industry has reached large-scale proportions, stands on a 
high technical level, and is a branch of industry that has not only local 
but All-Union importance. 

The growth of the material well-being of the toilers of the Soviet 
Union demands a rapid development in the output of consumers' goods. 
Since, according to the Second Five- Year Plan, local industry must 
increase two and a half times, everywhere in the huge country of 
the Soviets construction of local industry has taken place, along with 
the search for ways of utilizing new kinds of raw material. Great atten- 
tion is given to this question also in the Far East. The local industry of 
the Far Eastern Region combines branches of light industry (tanning 
and pork curing), several branches of the food industry, and a building- 
material industry. 

In the Soviet period pork factories have been built in Blagovesh- 
chensk and Vladivostok. In 1935 a large meat-packing plant was opened 
in Birobidzhan. Tanneries were reconstructed and extended. A number 
of new brick factories were built. The next task is to set up knit -goods 
and silk manufactories. 

The industrial backwardness of the territory before the Revolution 
was accompanied by great backwardness in its power development. 
The Soviet Government received as a legacy from the Tsarist regime a 
number of small electric stations with obsolete and worn-out equipment. 
It was necessary quickly to modernize the backward region, and so in 
the years of the First and Second Five-Year Plans a number of large 
industrial generating stations were built as parts of new enterprises, and 
a new municipal station at Khabarovsk. The municipal stations in 
Vladivostok and other places were extended. In 1936 a municipal 
station, of 5,000 kw. power, began to operate in Birobidzhan. The 
total power of the electric stations has increased from 26,000 kw. in 
1932 to 72,000 kw. in 1935. 

Soviet industry and, in turn, other branches of the national economy 
are in process of receiving new technical equipment as a result of the 
technical reconstruction of recent years. The building of new and the 
reconstruction of old industrial enterprises by means of electrical 
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power has introduced into our country new technical achievements 
from abroad. Soviet industry has successfully mastered this advanced 
technique. 

A new mass movement for technical improvement has arisen the 
Stakhanov Movement, which stirred the Soviet Union at the end of 
1935 and spread in a great wave over the whole country, reaching 
the Far East as well. Now the Far Eastern Region has its own leading 
cadres of Stakhanovites, not only in all branches of industry, but also in 
agriculture. New techniques are being successfully mastered ; the pro- 
ductivity of labour is growing ; the output of finished goods is increasing. 

New Industrial Centres and Regions. 

Before the Revolution the economic life of the territory was con- 
centrated chiefly in the belt adjacent to the railway. As a result of the 
large-scale construction carried out in the years of the First and Second 
Five-Year Plans the zone of economic development has been greatly 
extended. A number of new industrial centres and regions have 
sprung up. 

In 1932 the building of Komsomolsk on the Amur, half-way between 
Khabarovsk and Nikolaevsk, was begun. Four years have passed : on 
the site of the little fishing village of Permsk, hidden away in the taiga, 
a new large industrial centre has grown up. Its basic industries are a 
ship-building yard, already partly working, and a metallurgical plant, 
now in construction. To serve these giant enterprises an electric generat- 
ing station and a number of branch enterprises have been built. Where 
the wretched hovels of the old Permsk once stood a new town has grown 
up, with well-laid-out streets, beautiful cottages, and huge ferro-concrete 
buildings, schools, hospitals, big department stores, and other public 
edifices. This town was built by Soviet youth Komsomols hence its 
name, Komsomolsk. 

Almost contemporaneously with the building of Komsomolsk began 
the development of Kolyma the new large gold-producing district in 
the territory. Rumours of the gold of Kolyma had long been current, 
but the remoteness and inaccessibility of the region had for a long time 
been an invincible obstacle. Gold-mining began on a small scale in 1929 ; 
the route to the region was by sea to the mouth of the River Kolyma. 
Preparations for the development of Kolyma began on a large scale in 
1932, and the work proceeded very fast. 

The construction of a road from the Bay of Nagaevo to Kolyma was 
of decisive importance. Now the road is built as a result of heroic efforts,- 
and the inaccessible mountain passes and age-old swamps have been 
conquered. Where there was formerly only a reindeer path, there now 
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stretches a well-built highway, connecting Nagaevo with the newly 
developed gold-mines. The journey from Nagaevo to the mines now 
takes only fifteen hours by car, while formerly this journey was made 
on reindeer and took fifteen days. 

Near the Bay of Nagaevo was built the town of Magadan, now the 
chief town of the Kolyma gold-mining region. Later on the chief 
administration will move across the Yablonovy range to the mining 
region. Magadan is a young town, but it is already large, and its popula- 
tion has passed 10,000 ; it has a secondary school, two technical high 
schools, a theatre, and a cinema. 

In conjunction with the development of construction, harbours have 
been equipped in Nagaevo and at the mouth of the Kolyma the two 
chief starting-points from which the inner mining regions are approached. 
Along the road leading from Nagaevo to the mines a number of resting- 
places and villages have been built. The biggest of these, with a popula- 
tion of nearly 3,000, is on the Atka pass. 

At the present time work is going on in four gold-mining centres: 
Orutokonsk, Ubinsk, Loisansk, and Srednekansk. The mines are well 
mechanized. In 1934 Kolyma was already among the foremost gold- 
producing regions of the Union. 

As well as gold, large coal deposits and a number of other useful 
minerals were discovered in Kolyma. 

Agriculture is moving northward along with the population. Hun- 
dreds of hectares are being turned into vegetable gardens. Kolyma has 
its own vegetables and potatoes ; hot-house production is being estab- 
lished. Great attention is being devoted to reindeer-rearing. Dairy 
cattle, pigs, and goats have been introduced. 

Work in Kolyma is being carried out by the state trust, Dalstroy. 
It builds roads, extracts gold, sets up cultural services, and helps the 
native population to reconstruct their economy. In 1932 there were 
only 2 hospitals and 25 medical stations and dispensaries in this exten- 
sive region ; now there are 29 hospitals and 150 dispensaries. Ten well- 
constructed national centres have been built with boarding-schools and 
medical clinics ; 43 per cent, of the settled population and 63 per cent, 
of the nomadic population have joined together to form collective farms. 
The utilization of the natural wealth of the region is proceeding in close 
concordance with the economic and cultural development of the native 
population; 

The Jewish Autonomous Province is also a new industrial region in 
the territory. On the site of Tikhonka station the town of Birobidzhan 
has been built, with a population of 12,000 the centre of the province. 
The building of a number of state and co-operative industrial enter- 
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prises (meat factory, printshop, &c.) has made Birobidzhan the centre 
of light industry. 

The agricultural development of the province is also going ahead. 
Seven machine-tractor stations have been established ; the kolkhozes of 
the Jewish settlers are cultivating new lands. In the past two years the 
Jewish population of the province increased from 9,500 to 15,000. In 
1936 the province expects an influx of 10,000 new settlers, 4,000 of 
them immigrants from Germany, Poland, and other European countries. 

In connexion with the development of the fishing industry a number 
of new villages have sprung up on the shores of the Sea of Okhotsk and 
the Sea of Japan, and in Kamchatka. Ports are being built in* Soviet 
Harbour and in the Bay of Nakhodka. The population of this once tiny 
village is growing rapidly, and now the town of Tetiukhe is the centre of 
the non-ferrous metallurgical industry of the territory. 

A number of industrial villages have been built in the districts where 
coal seams are again being exploited: Raichikha in Priamurye, and 
others. On Sakhalin an oil district has developed around the town of 
Okha. The old industrial centres of the territory are growing and 
expanding. 

Transport. 

Along with industrial construction the decisive factor in the general 
economic development of the Far Eastern Region is transport. 

The Tsarist Government, engaged in adventures in Manchuria, paid 
little attention to the matter of transport in the Russian Far East. The 
Ussuri Railway (Vladivostok to Khabarovsk) was built at the end of 
the nineteenth century. At the same time was undertaken the building 
of the Transbaikalian Railway to Sretensk on the River Shilka, joining 
the Great Siberian Railway with the Amur. The chief capital was 
invested in the building of the Chinese Eastern Railway, which was 
joined to the Transbaikalian Railway by a branch, Karymskaya- 
Manchuria. The railway line to Vladivostok and Khabarovsk, therefore, 
went through Manchuria. 

Only after the defeat of the Russians in the Russo-Japanese War was 
the question raised of joining the railways passing through Russian 
territory, that is, of building a railway from the termination of the 
Ussuri line (Khabarovsk) to that of the Transbaikalian line (Sretensk). 
In 1908 the building of the Amur Railway was begun. Building condi- 
tions were very difficult ; the line passed through a thinly populated 
territory and a belt of land which was perpetually frozen. The World 
War made the speedy opening up of the Amur Railway imperative ; 
traffic on it was opened in 1914-16, while building was still incomplete. 
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In the years of intervention railway transport suffered great losses. 
For wide stretches the line was completely destroyed ; the Amur line 
was rendered entirely unfit for use before it was finished. Sea and 
internal river transport suffered equally from the intervention. A large 
number of ships were seized and carried off by Japanese and White 
Guards. The local bourgeoisie succeeded in selling the steamers of the 
Amur and Ussuri River fleets and those of Manchuria. The Soviet 
Government was obliged to reorganize almost entirely the transport 
system of the territory. 

In the first years after the establishment of Soviet power special 
attention was paid to the laying of railway lines, repairs, and restoring 
order on the lines. The Amur Railway, which was in an exceptionally 
bad way, could not work independently ; its western section joined the 
then existing Chitinsk line and the eastern became part of the Ussuri 
Railway. Later, when the Transbaikalian Railway replaced the Chitinsk 
line, the western section of the former Amur Railway was also joined to 
the Ussuri Railway. At present the railways of the Far Eastern 
Region are divided for administrative purposes into two parts: the 
Amur Railway from Ksenievskaya to Arkhara, and the Far Eastern 
Railway from Arkhara to Vladivostok. 

One railway line could not serve the economic connexions of the Far 
East with the other territories of the Union and also internal transport. 
At the beginning of the Second Five-Year Plan two new railway tracks 
were begun between Karymsk and Khabarovsk, with a total length of 
2,218 km. The work was done under difficult conditions and went on 
the whole year round without intermission and without holding back 
traffic on the existing main line. Now this huge work is nearly com- 
pleted. In the construction of the second line over three thousand 
structures were erected, dozens of stations and new bridges built, and on 
the large stations a new water-supply system was installed. The one- 
track railway line was converted into a powerful main line, capable of 
serving the present needs of the Far East. The territory is now closely 
linked up with the rest of the Soviet Union. 

In the Second Five-Year Plan the construction of the second main 
line railway to the Far East the Baikal-Amur line was begun. The 
Baikal-Amur main line will cut through new and as yet undeveloped 
regions, far to the north of the present line. It will go from Soviet 
Harbour to Komsomolsk, joining with the projected Lena Railway 
which will connect it with the Trans-Siberian Railway. The Baikal- 
Amur line, the construction of which will be completed after the end of 
the Second Five-Year Plan, will open up for economic development and 
settlement new territories of the Far East and Eastern Siberia with 
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their enormous areas of, as yet, untouched natural resources, tt will be 
connected with the existing railway by a number of branches. 

The great length of sea coast and the presence of the navigable main 
stream of the Amur give water transport an important role in the 
economic life of the territory. It is easy to understand why the Soviet 
Government gives great attention to this region. 

The most noteworthy event in the history of water transport in 
the Far East is the opening for navigation of the Northern Sea Route. 
The problem of the Northern Sea Route, which had for many years 
occupied men's minds, was solved by a number of daring expeditions of 
Soviet sailors and scientists. In 1932 the Soviet scientific explorer 
O. Schmidt, for the first time in the history of seafaring, completed the 
route from Archangel to Petropavlovsk in Kamchatka in one navigation 
season on the ice-breaker Sibiriakov. In the following year, 1933, 
0. Schmidt tried to complete the same voyage on the steamer Chdyu- 
skin. The steamer was caught in the ice, and sank in the beginning of 
1934. The expedition of 0. Schmidt and the campaign to save the 
crew of the steamer Chdyuskin are known over the entire world. In 
the same year, 1934, the icebreaker Litke under the leadership of Captain 
Duplitsky did the voyage from Vladivostok to Leningrad in one naviga- 
tion season. 

In 1935 traffic of trading vessels by the Northern Sea Route from 
east to west and from west to east began. The steamers Anadyr and 
Stalingrad carried cargoes from Vladivostok to Archangel, and the 
steamers Vanzetti and Iskra from Archangel to Vladivostok. The Soviet 
Union is thus creating a new sea route to the Far East ; this route is one- 
third as long as the ordinary indirect route and passes along Soviet 
shores only. 

Loading and unloading of the sea cargoes of the Far Eastern Region 
is chiefly concentrated in the port of Vladivostok. Among other ports 
and harbours along the coast of the Japan Sea must be mentioned the 
Bay of Tetiukhe, through which the export of silver-lead ore is carried 
on, and the Bay of Nagaevo on the Sea of Okhotsk. Nagaevo carries 
on a small coasting trade, in connexion with the large-scale construction 
work in Kolyma, second to Vladivostok. The old ports are being re- 
built and enlarged: Aleksandrovsk on Sakhalin, Nikolaevsk on the 
Amur, Petropavlovsk on Kamchatka, and Okhotsk. A number of fish- 
ing bays have been equipped. 

The port of Vladivostok is the chief base of the Soviet Union for 
ocean navigation in the Pacific. It is connected with a number of 
important foreign ports. Compared with the pre-War period the freight 
turnover of the port of Vladivostok has increased by 44 per cent. Large 
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coastal trading has particularly increased, testifying to the strengthen- 
ing of the links between the Far East and the Soviet Union. 

The chief export of the Soviet Union in the Far East in 1934 was 
timber ; now furs and industrial products are being exported. In recent 
years the tonnage of the Soviet mercantile fleet in the Pacific has 
greatly increased. This permitted of a considerable reduction in the 
chartering of foreign vessels. The growth in sea transport was served 
chiefly by the Soviet mercantile fleet. 

Much work has been done also to develop navigation on the Amur 
and the Ussuri. The Amur cuts through the territory for 25,600 km. 
and forms the link between the inhabited regions of the territory with 
the northern region. The Soviet Government has been active in the 
reconstruction and extension of the Amur River fleet. A tank fleet has 
been established for carrying Sakhalin oil to Khabarovsk. Preparatory 
work is going on to deepen the Amur, so that sea-going vessels can come 
up to Khabarovsk, and investigations have been concluded for opening 
steamer communications with Bureya, Tunguska, and Kerbi. 

Air transport is very important for the Far East. It is an essential, 
and in some cases the chief, means of communication. In the course of 
the industrial development of the Soviet Union along with the large- 
scale tractor and automobile industry an aviation industry has been 
created. The development of air transport in the Far East rests on this 
powerful basis. The first air line, Khabarovsk-Sakhalin, was recently 
opened. The connexion to Sakhalin was established along the route 
Khabarovsk-Nikolaevsk on Amur-Okha 1,130 km.; and Khaba- 
rovsk-Aleksandrovsk. Furthermore, a postal line was established: 
Mogocha-Khabarovsk-Vladivostok, and so were a number of other 
lines. The total length of air lines in the Far East in 1935 reached 
7,500 kilometres. 

The rapid development in the Far East of automobile transport 
entails rebuilding the unsurfaced roads of the territory. Recently a 
surfaced road was built from Vladivostok to Khabarovsk, and a number 
of highways were improved. A good deal of work was done in improving 
roads connecting the regional and chief industrial centres of the territory. 

Agriculture and Land Settlement. 

At the time when the Far Eastern Region was joined to Russia it 
presented impassable jungles which contained more tigers than human 
beings. The sparse population consisted of native hunters who wandered 
over the unbounded forest spaces, while a small group of sedentary 
Manchurian settlements existed only in the southern littoral district 
and along the River Zeya. Tsarist Russia had started the economic 
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development of the region with a compulsory settlement of Cossacks 
along the shores of the Amur and the Ussuri. With the formation of 
Amur and Ussuri Cossack troops they were granted wide strips of land 
most suitable for cultivation purposes, located in the Khanka plain and 
Amur districts. The large-scale peasant immigration commenced during 
the first years of the twentieth century ; because of it the number of 
immigrants settled in the region during the ten years previous to the 
outbreak of the World War exceeded the number of those who had 
settled there in the course of the forty preceding years. 

The immigrants of 1905-14, who, by the beginning of the Revolution, 
composed the mass of the population in the region, were compelled 
to cultivate hard forest-covered land, inasmuch as all easily cultivated 
land had already been taken by earlier immigrants or constituted a 
part of the Cossacks' allotments. 

The Tsar's Government confined its efforts on behalf of the immi- 
grants to allotment of land and to a small amount of road construction. 
The immigrants, with their primitive implements, wrested by hard 
labour one patch of land after the other from a severe and changeful 
nature. Thousands of them perished in the forests and swamps of the 
Far East from this strenuous labour and from exhaustion, unable often 
to survive until the first crop could be harvested. 

As a result of large-scale peasant immigration, by the beginning of 
the Revolution there were colonized and cultivated the Zeya-Bureinsk 
and Prikhankaisk plains, the river valleys of Iman, Bikin, and Khor, 
and a number of other districts. The colonization was advancing to the 
foothills of Sikhota-Alin and to forest parts of the Amur District. 
There existed also a number of villages along the coast of the Japan 
Sea. The frontier strip along the Amur and the Ussuri was occupied 
by Cossacks. 

The agriculture consisted of grain cultivation and was extensive. 
Basic crops were spring wheat and oats. Prevailing methods of land 
cultivation were the plantation system and clearing of forest land for 
farming purposes. After a number of years of continued cultivation, 
the land portions were left for natural recuperation of their fertility. 
In the Zeya-Bureinsk plain, which constituted a basic market-supplying 
district of the region, the upper classes of the peasantry were well 
equipped with agricultural machines and implements. In other districts 
agriculture was only just leaving the stage of a self-supporting economy, 
which is characteristic of the first years of any new settlement conducted 
under the conditions of individual immigration. Cattle breeding was 
developed everywhere, but only in the districts of Zeya-Bureinsk and the 
Prikhankaisk plains did it assume the character of a market-supplying 
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economy. In other districts it was, like agriculture, at the stage of 
slow early development. 

The agriculture could not meet the internal requirements of the 
region. Deficit quantities of grain were imported from Manchuria and 
those of cattle from Mongolia. 

During the period of intervention the agriculture of the Far East was 
badly injured. The interventionists and the 'Atamans' (leaders of 
armed bands) plundered the populace. All men able to carry arms 
joined guerrilla troops. By the time of the establishment of the Soviet 
Government the sowing area had diminished by 45 per cent. Animal 
breeding also had sustained large losses. 

Restoration of agriculture began during the first years after the 
establishment of the Soviet Government. The introduction into the Far 
East of the Soviet agricultural legislation secured the necessary assis- 
tance to the poor and middle classes of the villages. The leasing of 
land by Koreans from Cossacks under conditions of financial bondage 
was abolished. Koreans who were citizens of the U.S.S.R. were granted 
land for farming. The shipment of agricultural machinery into the 
region had commenced. By means of development of agricultural co- 
operative societies the Soviet Government secured for poor and middle- 
class peasants the necessary implements and machines. The possibility 
of the poorer classes being exploited by rich peasants (kulaks), who 
constituted a considerable group in the Far Eastern villages, was 
reduced by means of taxation measures. An influx of immigrants from 
European parts of the Soviet Union had commenced. During the period 
of 1925 to 1930 the annual influx of immigrants into the region com- 
prised 30,000 persons. 

Thus agriculture rapidly recovered and began to advance in its 
development. By the beginning of the First Five-Year Plan the sowing 
area reached 952,000 hectares, while during 1923 it had amounted to 
only 612,000 hectares. The number of cattle increased by 40 per cent. 

The collective farm movement began to develop in the Far East 
in 1930. The industrial development of the country had by that time 
already created the necessary technical foundation for the Socialist 
reconstruction of agriculture. At that time there was started in the Far 
East the construction of machine-tractor stations, which represent 
a necessary base for the reconstruction of agriculture. Machine-tractor 
stations made possible a new type of state enterprise in agriculture by 
furnishing it with tractors and other modern machinery. 

These stations exercise some supervision over the collective labour of 
the population united in collective farms, since the latter, in carrying 
out their agricultural work, use along with their own means of produc- 
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tion (live animals and simple implements) the tractors and machines of 
the station, which belong to the state. The machine-tractor station has 
a small permanent staff of qualified workers. The use of tractors and 
machines is in the hands of the members of collective farms themselves, 
who for this purpose go through a special training course during the 
winter months. The relations between machine-tractor stations and 
collective farms are regulated by annually concluded agreements. The 
services are paid for in kind, according to fixed rates which vary depend- 
ing upon the yield obtained by the collective farm. 

During 1930 there were organized in the Far East the first three 
machine-tractor stations, while in 1935 their number had reached 79. 
In January 1936 collective farms united 65,800 peasant households, or 
88-2 per cent, of the total number of peasant households in the region. 

Simultaneously with the development of collectivization in the Far . 
East was started the construction of Sovkhozi (Soviet farms) large 
state agricultural enterprises, which produce and deliver directly to the 
state grain, meat, and other agricultural products. 

Along with their direct production tasks, Soviet farms serve to show 
in practice to the peasantry the benefit of adopting the system of a 
socialized economy, and assist collective farms in the organization of 
their economy. The Soviet farm construction in the Far East was 
effected by means of the cultivation of new land. 

The growth of collectivization and of Soviet farm construction is 
closely connected with the rapid mechanization of agriculture. From 
year to year the capacity of tractor stock and the number of tractors 
used for trailing purposes in Soviet farms and machine-tractor stations 
increase. 

The use of combines in the Far East is rapidly gaining ground. In 
1930 the first 12 combines were shipped to the region. In 1935, 1,052 
combines were used in the harvesting. Taking into account the short 
period of harvesting, the wide application of combines has a large 
importance in avoiding losses arising from leaving over-ripened grain on 
the field. Along with tractors and combines, the agriculture of the Far 
East is also adopting the use of automobiles. Trucks are being acquired 
not only by Soviet farms and machine-tractor stations but also by the 
leading collective farms. 

The Socialist reconstruction of agriculture secures further extension 
of sown area. A certain reduction of sown area, which took place during 
the first years of collectivization, was more than compensated for in the 
course of the following years. Improved agricultural methods attained 
not only an increase of sown area but also increased crops. The social 
structure of agricultural production also has radically changed. 
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TABLE 4. SOWN AREA IN THE FAR EASTERN REGION 
(In thousands of hectares) 



Year 


Area 


Per Cent. 


1913 . 
1923 . 
1928 . 
1935 . 


702-3 
611-6 
951-7 
1068-2 


100-0 
87-1 
135-5 
152-1 



TABLE 5. SHARE OF SOCIALIZED AGRICULTURE IN THE TOTAL SOWN 
AREA OF THE REGION 

(Per Cent.) 





1928 


1932 


1935 


Soviet farms ..... 
Collective farms .... 
Total for socialized economy . 


2-8 
2-8 


20-1 
64-5 
84*6 


22-0 
73-0 
95-0 



The basic work of the Socialist reconstruction of agriculture was 
carried out during the years of the First Five-Year Plan. At the present 
time growth continues, and both Soviet and collective farms are 
strengthened. Collective farms are drawing in those backward cate- 
gories of peasantry who during the first years did not trust, or doubted, 
the successful development of a collective economy. Socialist forms of 
agriculture have achieved a full victory in the Soviet Far East. The 
difficult problem of equipping agriculture with modern technique has 
been solved. In 1935, of the total sown area, comprising 1,068,000 
hectares, there was sown and harvested by Soviet farms 235,000 hectares 
(22 per cent.), by collective farms and their members 780,000 hectares 
(73 per cent.), by individual farmers 36,000 hectares (3-3 per cent.), the 
remaining area constituting fields belonging to workers and employees 
in cities and industrial villages. It should be pointed out that in 1935, 
555,000 hectares of sown area, belonging to the collective farms, or 85 
per cent, of the total sown area of collective farms, were tilled and 
harvested with the aid of machine-tractor stations. 

The development of agriculture in the Far East is dependent on the 
further influx of agricultural population. But the change in the condi- 
tions of agriculture in the Soviet Union has also led to a change in the 
form of immigration. As a result of extended industrialization and of 
the Socialist reconstruction of agriculture, the Soviet Government has 
liquidated unemployment in the cities and agricultural over-population 
in the villages. In the Soviet country there are no mass migrations 
caused by hunger, such as were characteristic of Tsarist Russia. Migra- 
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tion is placed within the limits of the plan according to which the whole 
national economy of the Soviet Union is being developed. It is taking 
a collective form. 

The Jewish kolkhoz migration is at present directed towards Birobid- 
zhan. The colonization of other districts also is continuing. A settler- 
member of a collective farm is not left to his own fate, as he used to be 
at the time of the Tsarist regime. The preparation of land for colonists' 
collective farms is effected by machine-tractor stations. After his 
arrival the settler receives a finished house provided with auxiliary 
buildings for household uses. Collective labour liberates him from those 
privations which he had to suffer in the old days. 

A considerable number of workers are attracted by the construction 
of Soviet farms and of machine-tractor stations. These have not only 
absorbed former hired labourers of kulak farms, and poor peasants 
formerly deprived of the means of production, but they have also 
attracted a considerable number of qualified workers from other parts 
of the Soviet Union. 

At the time of the Tsarist colonization, an area of 235,000 hectares, 
which is now being sown by the Soviet farms, could be cultivated by 
50,000 colonist families in the third to fifth year after their settlement. 
Assuming that each peasant family had an average of 2*5 workers, this 
would have required 125,000 permanent labourers, while the highly 
mechanized Soviet farms of the Far East had in 1933 merely 20,400 
permanently employed labourers. Socialist economy equipped with 
new technique, therefore, saves human labour. 

Considerable qualitative changes have taken place in the internal 
structure of the farm. It preserves the cultivation of grain as its basic 
character, but the share of grain in the total production has fallen to 
785 per cent, as compared with 94-0 per cent, during the pre-revolu- 
tionary period. This decrease is due to the rapid increase in the sowing 
of technical crops, of potatoes and vegetables. The principal grain crop 
is wheat, which occupies 47-3 per cent, of the total area sown to grain ; 
the second place is taken by oats. The area under rice in 1935 comprised 
12,000 hectares. 

The area under technical crops in 1935 reached 65,000 hectares, as 
compared with 28,000 in 1923. The principal technical crop is soy, the 
area under which increased from 6,800 in 1923 to 64,800 hectares in 
1935. The second place is occupied by the sunflower, which is followed 
by sugar beet and flax. Sugar beet is a new crop in the Far East. Its 
cultivation is developing in the Ussuri District for the purpose of supply- 
ing a recently built sugar factory in Voroshilov. There has also com- 
menced the production of perilla, a new oil-bearing plant. 
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The areas under potatoes and vegetables are rapidly increasing, and 
in the near future these crops will be sufficient to supply the entire 
internal requirements of the region. 

Collectivization and Soviet farm construction made possible the 
introduction of a great number of measures directed towards the im- 
provement of agronomic technique. Proper crop rotation systems are 
being introduced in collective farms, and the preliminary tillage of fields 
before the sowing has been greatly improved. The use of selected seeds 
is growing from year to year. The strengthening of collective farm 
economy has brought on the scene a new personage the inspector for 
supervision of quality. Every collective farm has such inspectors. They 
are usually elected members of collective farms, grey with age, who 
have large experience in the particular form of production under local 
conditions. They supervise the proper execution of the work at all its 
important stages. As the result of mass improvement of agronomic 
technique, the yields are steadily increasing. From 1932 to 1935, when 
the sowing of the area under grain increased by 16 per cent., the total 
yield showed a rise by 100 per cent. 

Great attention is given to the development of animal breeding. The 
principal branches of this as part of agricultural production in the Far 
East are: horse, cattle, sheep, and hog breeding. Poultry breeding is 
widespread in all agricultural districts. In the national districts of 
Kamchatka, those of the Chukchees and the Koryaks, the principal 
branches of animal husbandry are the breeding of reindeer and of 
draught-dogs. Other important branches are hunting and trapping. 
There are nine fur-animal Soviet farms of which seven are located 
in the Primorsk District and two on the Commander and Shan- 
traskie Islands. In these districts agriculture is only a secondary 
occupation. 

The sharpening of class struggle during the early stage of collectiviza- 
tion has unfavourably influenced the development of animal husbandry. 
The kulaks, who had concentrated in their hands a considerable number 
of cattle, were slaughtering their herds recklessly. This took place in the 
Far East as well as in other parts of the Soviet Union . The result of this 
was reduction in the total number of head and a considerable change in 
the age and breed composition of the stock. 

However, from 1933 the strengthened collective farm economy has 
firmly taken in hand this backward branch of agriculture and secured 
the increase of stock and a general qualitative improvement of animal 
breeding in Soviet farms. 

The restoration of animal breeding is moving ahead at a rapid pace. 
In 1935 the total number of productive cattle exceeded the pre-War 
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level by 67 per cent. An extremely rapid growth during the last years is 
shown in hog breeding. 

Socialized herds of collective farms are kept at the collective market 
farms, for which special cattle-sheds have been built. At the end of 
1935 the region had 1,646 collective market farms, which included 771 
dairy, 379 hog-breeding, 227 sheep-breeding, and 37 horse-breeding 
farms. 

Together with the development of socialized animal husbandry, great 
attention is being given to the increase of live stock privately owned by 
members of collective farms, by individual farmers, and by workers. 

Collectivization made possible the introduction of far-reaching 
measures for the improvement of animal breeding. These measures 
are directed along the lines of improvement of the methods of keeping 
and feeding of livestock. Pedigree stock is being shipped into 
the region. The breeds used for the improvement of local cattle are 
Simmental and Siberian, and for the south-eastern coast of the Japan 
Sea, Holstein ; for hogs the best breed is White English. 

The creation of new industrial regions effected during the last few 
years has shifted the centre of agricultural production considerably to 
the north. Industrial enterprises springing up in the north are being 
surrounded by agricultural farms which serve as auxiliary means to 
supply the population with vegetables and dairy products. There are 
many Soviet grain and animal farms under construction. From 1928 to 
1935 the sown area of Lower Amur, Kamchatka, and Sakhalin Districts 
has been increased threefold and has reached 11,000 hectares. The 
largest part of this area is under potato and vegetable crops. 

Next comes the development of gardening. In the forests of the 
southern districts of the Far East grow wild pears, apricots, plums, 
grapes, and various berry bushes. The famous scientist, I. V. Michurin, 
recently deceased, was very successful in his experiments to create 
through selection and grafting new frost-hardened varieties now largely 
used to improve the wild-growing fruits of the Far Eastern Region. The 
experiments of the local amateur horticulturists Lukashev and Tamarin, 
as well as of the Seifunsk orchard and the nursery of the forest experi- 
mental station, have proved the possibility of developing for gardening 
local types of fruits grown in the Primorsk and Ussuri Districts, and in 
other districts as well. At present the nurseries are carrying on energetic 
work with the aim of propagating the best varieties. 

The Soviet Government, in short, pays considerable attention to the 
development of agriculture in the Far Eastern Region. It invests large 
sums in the construction of Soviet farms, machine-tractor stations, and 
an extensive network of schools and hospitals. At the same time, the 
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rural population of the Far East enjoys a number of tax privileges. 
Collective farms and their members are exempted from grain delivery 
for the period of ten years, and individual farmers for five years ; the 
same privileges are enjoyed by the inhabitants of Sakhalin, Kamchatka, 
and Lower Amur Districts. Several parts of Khabarovsk and Primorsk 
Districts are exempted from delivery of meat and other animal pro- 
ducts ; for the other districts of the region the crop percentages for 
delivery of these products are reduced by 50 per cent. 

The industrial development of the Far East and the equipment of 
Socialist agriculture with new techniques form a strong foundation for 
the further growth of agriculture in the region. It will advance along 
two lines : increase of the productive capacity of already existing collec- 
tive and Soviet farms, and extension by attracting from other parts of 
the U.S.S.R. new population to be organized in collective farms. 

Municipal and Housing Economy of the Cities. 

With the exception of Okhotsk (founded in 1647) and Petropavlovsk 
on Kamchatka (founded in 1740), all the cities of the Far East are rather 
young : most of them were founded during the second half of the nine- 
teenth century. They rose as administrative and trade centres. The 
development of industries in the cities was progressing very slowly. 
The municipalities were poor, because the representatives of the mer- 
chant class who held the official positions took care of their private 
interests but paid very little attention to the welfare of the city. City 
power plants were small. Water and sewage-disposal works existed only 
in Vladivostok and Khabarovsk. The upkeep of the streets was in 
embryo ; there were only two or three stone-paved main thoroughfares, 
and the other streets during spring and autumn were impassable lakes 
of mud. Vladivostok alone had the appearance of a well-arranged 
European city. 

The first measure of the Soviet Government was radical reconstruc- 
tion of the municipal economy. During the last few years, in connexion 
with the industrialization of the region, the urban population has been 
rapidly increasing. Together with the growth of old cities there are being 
created new cities and industrial villages. Before the Revolution the 
Far East had eight cities, while at present there are seventeen. The 
growth of city population has required a large programme of housing 
and municipal construction. During the first years of speedy industrial 
development of the region the basic material resources had to be 
applied to industrial construction. The development of housing and 
municipal works lagged behind the growth of urban population. From 
1928 to 1935 the housing funds of the cities have increased by 63 per 
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cent., which, considering an even larger increase in the number of 
inhabitants, appeared to be insufficient. At present serious attention 
is being paid to this side of the economy. The building needs of the 
municipalities and housing co-operatives are largely the concern of the 
new industrial enterprises. These are building not only plants for pro- 
duction, but comfortable homes for their workers as well. Industrial 
enterprises are also participating in work carried out in connexion with 
the welfare of the cities. 

Of outstanding importance is the carrying out of city construction 
within the limits of plans which look beyond the immediate needs of 
development and reconstruction to the future. For this purpose are 
planned not only the location and the arrangement of cities, but a 
general plan is made for their development in the next ten or fifteen 
years. At the present time, the planning of Khabarovsk, Vladivostok, 
and of a number of smaller cities has been completed. Planning of 
Blagoveshchensk, Voroshilov, Svobodny, Artem, and Rukhlovo is 
going on. 

Considerable attention is being given to city power-plant economy. 
A power plant of 6,000 kw. capacity has been built in Khabarovsk ; the 
power plant of Vladivostok has been reconstructed and enlarged ; in- 
dustrial power plants of large capacity have been built in Voroshilov 
and Spassk. In 1936 construction of a power plant of 5,000 kw. was 
begun in Birobidzhan. The total capacity of city power plants in 1935 
reached 19,500 kw., as compared with 4,600 in pre-War times. 

Improvement of water supply goes on. A new system of supply has 
been built in Vladivostok, while the reconstruction of the water-supply 
system in Khabarovsk has been begun. 

The street railway in Vladivostok has been reconstructed under a 
plan whereby the total mileage of tracks in 1935 has reached 21 km., 
as compared with 5*8 km. in 1913. At present, the old narrow-gauge 
track is making room for a wide-gauge track, with complete substitution 
of new cars for the old ones. The Second Five-Year Plan provides for 
commencement of street-railway construction in Khabarovsk. Khaba- 
rovsk, Vladivostok, and Blagoveshchensk also have regular city bus 
lines. 

The external appearance of the cities is being radically changed. 
Municipal construction is developing extensively. A number of theatres, 
motion-picture houses, and workers' clubs have been erected. All cities 
are equipped with telephone conveniences and possess a well-developed 
radio network. 

In the general course of Socialist construction old, neglected cities are 
gradually becoming leading cultural centres. 
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Public Education and Health Protection. 

Much work has been carried on during the period of the Soviet 
regime in the domains of public education and of protection of health. 
The inheritance received from the past regimes was exceptionally 
modest. The pre-revolutionary Far East was in no way an exception to 
the general cultural backwardness of Tsarist Russia. Lack of culture 
and education reigned here just the same as in any other frontier 
country. 

The scattered school system of the region was represented chiefly 
by parish schools (attached to churches) and primary schools. These 
were of very low quality. The annual expenditure for a parish school 
in pre-War years averaged about 500 rubles, and that for a primary 
school about 150 rubles. But even these schools were not accessible to 
the majority of the rural population. They accommodated chiefly the 
well-to-do upper classes and to some extent the middle classes of the 
villages. The poor, who frequently possessed only one pair of shoes for 
the whole family, had no time to think about going to school. In the 
pre-War period about 50,000 students were taking courses in primary 
schools. The few middle schools were concentrated exclusively in cities 
and accommodated the families of officials and of the trade and indus- 
trial bourgeoisie. 

A book or a newspaper in the pre-revolutionary Far East village was 
a rare visitor. The knowledge obtained at school was quickly forgotten. 
Under literacy was understood the capacity to read printed text and 
to scratch down in some way one's signature instead of a cross. 
According to the census of 1923, the general literacy of the population 
in the Far East was 37-4 per cent. In the cities the rate was 57-3 per 
cent, and among the rural populace 30 per cent. An exceptionally low 
percentage of literacy existed among the female inhabitants of villages. 
The local native population was illiterate without exception. 

Protection of public health in the Far East in pre-revolutionary days 
was in no better condition. The few hospitals were concentrated almost 
exclusively in cities. The rural population was cared for principally by 
medical assistants. During the pre-War period one medical station 
served a territory of 117,000 sq. km. in the Amur District, and 26,000 
sq. km. in the Primorsk District. So dispersed a network of stations 
could not provide the growing population with the aid of even medical 
assistants, not to mention that of qualified surgeons. 

The northern districts were entirely without any cultural service. 
Here primitive forms of economy and of family relations were still pre- 
served. The doctor and the teacher of the native population was a 
shaman, a wizard. 
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Extensive construction directed towards liquidation of cultural back- 
wardness of the region commenced in the Far East with the first years 
of the Soviet regime and has continued at an increasing rate and in 
accordance with the general course of economic development of the 
region. 

The system of education adopted in the Soviet Union is not confined 
to school education alone ; it also embraces a network of institutions for 
pre-school education and school activities among adults. Owing to 
energetic measures taken in the development of the school system and 
in the teaching of the adult population in the schools for liquidation of 
illiteracy, the general literacy of the population in the Far East was by 
1926 raised to 43-6 per cent. ; i.e. in cities to 64-5 per cent, and in rural 
districts to 36*5 per cent. In 1930 compulsory universal education was 
introduced into the region, which in rural districts provided for a four- 
year course, and in the cities and industrial villages of city type for 
a seven-year course. At present the region is rapidly approaching 
the achievement of universal literacy, inasmuch as alongside the 
compulsory teaching of children of school age, the remaining illiterate 
adult population is registered and also taking the course. During the 
last few years a considerable amount of new school construction has 
been and is still being carried out which will make it possible to operate 
the schools on a one-shift basis. 

The development of the school system is illustrated by the increase in 
the number of students. 

TABLE 6. NUMBER OF STUDENTS IN PRIMARY AND MIDDLE SCHOOLS 





1929 


1935 


Primary schools .... 
Incomplete middle schools 
(seven-year course) . 
Complete middle schools 
(ten-year course) 


127,500 
21,700 
2,600 


274,000 
104,500 
9,900 


Total 


151,800 


388,400 



The system of secondary education is conceived in such a way as ta 
prepare a certain number of students for entrance to the higher educa- 
tional institutions and to train a personnel of specialists possessing 
secondary-school qualifications. The first function is being performed 
by the complete ten-year school and the second by the technical school 
(technicum). The region has forty-two technical schools which prepare 
specialists for all principal branches of the national economy. 

Considerable attention is being paid to the construction of national 
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schools which teach the children of national minorities in their own 
tongue. The region has 338 Korean schools, including 287 primary 
schools, 40 incomplete high schools, and 2 complete high schools. 
There are also 149 schools for the nationalities of the northern districts, 
including 183 primary schools, 9 incomplete high schools, and 2 com- 
plete high schools, 7 Chinese schools, and a number of schools for other 
nationalities. Moreover, a large number of representatives of national 
minorities take courses in the Russian high schools and technicums. 

The Soviet Government pays much attention to the improvement 
of the financial position and to the cultural development of teachers. 
Special courses are organized for raising their qualifications ; through 
them teachers extend their knowledge of the methods of teaching 
together with that of the subjects taught. For the purpose of training 
teaching personnel, the region has pedagogical institutes in Blagovesh- 
chensk and in Vladivostok. The Vladivostok Institute trains teachers 
for Korean high schools. Teaching personnel is trained also by the Far 
Eastern University in Vladivostok. Primary-school teachers are also 
furnished by 15 teachers' normal schools, which include 2 Korean and 
4 Jewish schools, and 3 schools for nationalities of northern districts. 
Teachers' normal schools are also available in Nikolaevsk on the Amur, 
Aleksandrovsk on Sakhalin, in Petropavlovsk on Kamchatka, in the 
Koryak national district, and in Kolyma. Pre-school institutions, such 
as kindergartens and playgrounds, are being opened up at industrial 
plants and at state and collective farms. 

Cultural activities among the adult population are carried on through 
reading institutes of Socialist culture, and libraries. Along with the 
liquidation of illiteracy, the further instruction of half-illiterates is 
being extensively pursued. The Socialist reconstruction of agriculture 
and the mastering of techniques connected with it present a number of 
new demands on the knowledge of the members of collective farms. Not 
only general literacy, therefore, but also technical education is penetrat- 
ing deeper and deeper into the collectivized villages. There are pub- 
lished in the region 156 newspapers with a total annual issue of 42-3 
million copies. 

The protection of public health is likewise given great attention by 
the Soviet Government. A number of new hospitals has been built in 
cities and in rural districts. Industrial enterprises are responsible for 
the construction of a new network of hospitals and dispensaries. This 
has resulted in a considerable improvement of medical services and in 
bringing medical assistance nearer to the people. Assistance of qualified 
doctors is guaranteed not only to the urban and rural population, but 
also to the workers of the fish industries and of the lumber camps. 
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In 1934 the region had 242 village medical stations, while before the 
Revolution there were only 31. The network of assistant surgeons' 
stations has also been extended considerably. In cities and industrial 
villages regular medical assistance at home is provided for. Consider- 
able attention has been given to the organization of medical stations 
in the districts of northern nationalities. 

The drawing of women into industry, which is characteristic of the 
economic development of the region during the last few years, was 
accompanied by a rapid growth in the number of public nurseries* In 
1935 the region had 619 permanent public nurseries taking care of 
18,000 children in cities and 5,000 in rural districts. There is also an 
extensive network of summer (seasonal) public nurseries, for 3,000 chil- 
dren, functioning in collective farms. The development of public health 
protection in the East has required a large increase in the number of 
doctors and qualified auxiliary staffs: assistant surgeons, midwives, 
dressers, medical nurses. Instead of 128 doctors engaged in hospitals 
before the Revolution, the region in 1935 employed 1,436 doctors, of 
whom 1,091 were in cities and 345 in rural districts. 

For the training of medical personnel medical schools have been 
opened in Vladivostok and Blagoveshchensk. In Khabarovsk there is 
also a pharmaceutical school. In 1935 the first group of surgeons 
obtained their degrees at the Khabarovsk Medical Institute. 

Higher Education and Scientific Research. 

Rapid economic development of the Far Eastern Region is accom- 
panied by a greatly increased need of qualified personnel. Thousands of 
specialists of higher and secondary qualifications are attracted to the 
Far East from other parts of the Union. The majority of them are 
young specialists who have recently left higher educational institutions, 
but a considerable number are so-called 'old men* with wide technical 
experience. 

To train personnel of higher qualifications from among the local popu- 
lation a number of higher educational institutions have been created. 
Before the Revolution there was only one institute in the Far East (the 
Oriental Institute). At present there are six of them: a university, 
a medical institute, a polytechnic institute, a higher communist agricul- 
tural school, and two pedagogical institutes of which one is Russian 
and the other Korean. 

In accordance with the requirements of the national economy, 
secondary technical education is extensively developed. The region, 
as already cited, has forty-two technical schools in which 10,000 students 
are trained. In pre-revolutionary Russia higher technical education 
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constituted a privilege of the wealthy classes of the population. In the 
Soviet Union it is accessible to everybody. All the students are fur- 
nished with state subsidies which enable them to continue their studies 
without interruption. 

Considerable progress has taken place during the Soviet period in 
scientific research work. Several scientific research institutes have been 
created in the region. The Academy of Sciences and the Academy of 
Agricultural Sciences of the Union have their branches in the Far East. 
The branch of the Academy of Sciences (Vladivostok) conducts chemical 
research work and carries out geological, geo-botanical, and hydro- 
biological studies of the region, as well as studies of the special prob- 
lems of areas with perpetual frost, and a number of others. The scope 
of its activities is expanding from year to year. 

Agricultural science is represented in the Far East by the Institute 
of Land Cultivation and Animal Breeding at Khabarovsk with its six 
complex experimental stations and an experimental apiary. The work 
of seed selection is also showing successful development : types of wheat 
and soy adapted to local conditions have been raised ; a type of rice 
especially suitable for cultivation under the conditions of large-scale 
mechanized economy has been developed. The use of fertilizers under 
different conditions has also been studied. A large project for the study of 
fodder cultivation has been conducted to facilitate animal husbandry, 
not only in the southern parts of the region, but in the northern as 
well. 

One of the important scientific research establishments is the Pacific 
Fisheries Institute at Vladivostok. It studies the raw-material resources 
of the Far Eastern seas, the techniques of fishing and fish-conservation, 
as well as other processes connected with the development of the fishing 
industry. Its work on seaweeds made it possible to build in Vladi- 
vostok a plant for the production of agar-agar. The institute has a 
marine-biological station on the island of Petrov and branches in Kam- 
chatka, Sakhalin, and on the lower part of the Amur. 

Other scientific establishments especially worthy of mention are the 
Institute of Epidemiology and Microbiology, and the Experimental 
Forest Station. 

Widely extended is the study of the geology and of the mineral 
resources of the region. This work is conducted by the Geological 
Trust and by the Ail-Union Trust for the Prospecting of Nickel and Tin 
Deposits. In 1928 there were 18 prospecting parties in the field, while 
in 1934 their number increased to 168. A many-sided survey of the dis- 
trict adjoining the Baikal-Amur trunk line is being conducted. Con- 
siderable work is going on in the north connected with the development 
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of gold production in the Kolyma district and the establishment of the 
Northern Sea Route. 

Prospecting and scientific research activities serve the practical pur- 
poses of Socialist construction. The Bureya coal deposits and the iron 
ore of Lesser Khingan have been prospected ; all the elements necessary 
for the creation of ferrous metallurgy in the region have been discovered. 
In Kamchatka there were found occurrences of oil, rare metals, and tin. 
These are all links of a single chain, forged to secure a strong economic 
development of the region. 



ECONOMIC AND CULTURAL CONSTRUCTION AMONG THE 
INDIGENOUS PEOPLES OF THE NORTH 

The foundation of the Soviet nationality policy and of the Constitu- 
tion is the equality of rights of all citizens, irrespective of their nationa- 
lity or race, in all fields of the economic, state, cultural, social, and 
political life. At the same time, the economic backwardness of minor 
nationalities is eliminated by a series of measures guaranteeing the 
growth of the productive forces and the cultural development of national 
regions. 

After the Revolution great attention was paid to the improvement of 
the position of the population of the extreme north. A Committee for 
Assistance to the National Minorities of the North was formed in 1924 
by the Presidium of the All-Russian Central Executive Committee. Its 
task was to study, work out, and carry out measures for the economic 
and cultural development of the most backward northern nationalities. 
All the sparsely populated northern sections of forest and tundra in the 
Far Eastern Region came within the scope of activity of this Committee 
of the North. The native population of the region inhabiting this vast 
territory consists of sixteen ethnic groups ; the size of the population of 
each of these groups is shown in Table 7. 

The zone of distribution of minor nationalities of the north in the 
forest region lies close to the railroad lines. In the Chukchee and Kor- 
yak national districts and in the northern mountain and forest districts, 
these nationalities form the basic part of the population. 

At the time of the establishment of the Soviet power the level of the 
economic and cultural development of the national minorities of the 
Far East was extremely low. Wasteful methods of hunting and big 
forest fires during the period of the intervention greatly reduced the 
number of fur animals in the forest ; hunting and fishing equipment was 
lacking. Chinese buyers who invaded the forests supplied only alcohol 
and opium. The chief branches of northern economy fishing and 
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TABLE 7. POPULATION OF NATIONAL MINORITIES IN THE NORTH, 
BY ETHNIC GROUPS 

Name of Group Population 

Evenki (Tungusy) . , 20,432 

Lusravetlany (Chukchee) . 12,331 

Namilleny (Koryaki) . , 7,438 

Nanai(Goldy) . . , 5,860 

Itelmeny (Kamchadaly) , 4,217 

Nivkhi (Golyaki) . , 4,976 

Eveny (Lamuty) . , 2,044 

Ude 1,357 

Yunty (Eskimo) . , 1,292 

Nani Amur (Ulgi) . , 723 

Eteli (Chuvantsy) . , 704 

Eklembeie (Nezhdaltsy) , 683 

Orochi . 646 

Oduly (Yukagiry) . , 443 

Unyrchany (Aleuty) . , 353 

Nanai Sakhalinskie (Oroki) 162 

Total . . 63,651 

hunting were entirely ruined. The native population of the lower 
part of the Amur found itself in an especially hard position. In fishing, 
Japanese were using prohibited wasteful methods. At the Amur Estuary 
near the Tamlevo village they put up a gigantic fishing fence of the 
Tate-Ami type ; a number of such fences were put up the river. 1 As a 
result all the fish going up the Amur River were caught. The native and 
Russian population which was not able to lay in a fish supply for winter 
was starving. Lack of food resulted in a large loss of dogs, and no 
hunting was possible without them. 

On the establishment of the Soviet regime a series of urgent measures 
were taken to assist the population of the north, and later on work was 
begun for a systematic re-establishment of the northern economy. 

The economic development of this part of the country, which extends 
more and more to the north, plays an important role in the economic 
revival of the northern nationalities. Industry is being developed ; 
coal-mines have been opened at Anadyr in the Korfa Bay ; work has 
begun on the exploitation of oil deposits at the Koryak national district. 
The fishing industry has been developed very rapidly. In 1935 about 
eighty fishing stations operated in the Koryak and Chukchee national 
districts, two canning factories, and one waste-treating plant. Coast 

1 See The Native Question in the Far East, Issue I, Chita, 1923, pp. 25-6. 
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sea-animal catching industries were organized together with the creation 
of a whale-fishing fleet. The native population is largely attracted to 
industrial enterprises. Out of 2,500 permanent workers at Chukotka 
and in the Ayansk Region about 30 per cent, are natives. 

A decisive factor in the economic development of the extreme 
northern part of the Far East has been the opening of regular navigation 
on the Northern Sea Route. The Chief Administration of the Northern 
Sea Route organizes navigation, builds necessary coastal bases, and 
fosters the revival of the economy of the native population. At the 
present moment the Committee of the North is liquidated, its functions 
and staff having been transferred to the Chief Administration of 
the Northern Sea Route. 

A new big industrial region has been established with its centre in 
the city of Magadan near Nagaevo Bay at the north-eastern corner of 
the Okhotsk Sea and in the far-off regions of the Kolyma River. Tun- 
gusy and Yukagiry people, who constitute the native population of the 
district, are organized in fishing, hunting, and transport artels. The 
profitableness of their economy has increased enormously. The revenue 
obtained by the Tungusy from this economy is now not less than the 
wages of qualified miners. For their benefit, hospitals, schools, and 
other cultural services have been established in the district. 

Some distance to the south, in the Okhotsk and Ayansk districts, 
the gold industry and sea-fishing are developed. The native population 
of Lower Amur District, besides fishing, trapping fur animals, and hunt- 
ing, is beginning to work in the state fish industry and in gold mines. 
The Nanaisk native district of the Khabarovsk Region, which is located 
in the vicinity of the city of Komsomolsk, has now good opportunities 
for gradual adoption of agricultural activities with a predominance of 
animal breeding. For this it has favourable natural conditions and a 
secured market in Komsomolsk. In a number of other districts the 
native population is attracted to work in lumber camps. 

During the last few years, there was effected, for the first time in the 
north, a distribution and division of land, water, and industries between 
various groups of the native population. The lands of individual tribes 
and clans are surveyed and defined. A number of national parks have 
been created. 

Collectivization in the northern districts is developing successfully. 
Artels are being created for reindeer breeding, hunting, fishing, and 
mixed activities. Reindeer breeding in collective farms is growing. The 
breeding of draught-dogs is being restored. The nomad population 
is settling down on the land and, along with its primordial occupations of 
hunting and fishing, is taking up agricultural activities. The cow and 
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the pig are being introduced successfully into native collective farms in 
a number of northern districts. 

Along with the economic development a rapid growth of culture is 
also recorded. Written languages have been created for the majority of 
the nationalities of the north. The construction of schools is progressing 
extensively. Instead of 9 missionary schools in the Tsarist period, 
there are now 194 schools functioning in northern districts, of which 
2 are high schools and 9 incomplete high schools. The total number of 
native students reaches over six thousand. The teaching in primary 
schools is conducted in the mother tongue. In Nikolaevsk on the Amur 
and in the Koryak District normal schools have been opened to train 
native teachers. After the creation of a written language, activities 
directed towards liquidation of illiteracy among the adult population 
have commenced. Wide extension has been found possible for the 
practice of industrial apprenticeship. There are native radio-techni- 
cians, mechanics of boats, employees of co-operative societies, &c. 
There are already representatives of northern nationalities among the 
young students of the Far Eastern technical schools and of the higher 
educational establishments. Six newspapers and two magazines are 
published in the languages of northern nationalities. The Nani and 
Nivkhi already have their own national theatres. 

Much work has been done to create a network of medical stations in 
the native districts. As compared with 10 stations manned by assistant 
surgeons which existed in northern districts before the Revolution, 
there are at present 62 medical stations, of which 42 are provided with 
hospitals, and 36 staffed with assistant surgeons. The above figures do 
not include medical stations at industrial plants in the north. 

The attitude of the Soviet Government towards the native popula- 
tion of the north is one of painstaking attention and care. The Govern- 
ment regards these people as the bearers of a valuable, centuries-old 
experience in the mastering of the north. 



DOCUMENT IV 

RECENT DEVELOPMENTS IN THE CHINESE 
COMMUNIST MOVEMENT 1 

BEIZO OTSTJKA 
Member of the Staff of the South Manchuria Railway Company 

INTEODUCTION 

E Chinese Communist Party was established at Shanghai in 1920 
-L with Chen Tu-hsiu as the central figure. In the following year its 
First National Congress was held at Shanghai. The three succeeding 
congresses were called at Canton in 1922, 1923, and 1925 ; the fifth was 
convoked at Hankow in 1927, and in the following year the sixth was 
held in Moscow. 

After 1923 the Communist Party, as a branch of the Comintern, 
launched upon the task of sovietizing the Far East. During the period 
from 1925 to 1927, when the party was at the height of its power, the 
number of members was said to have reached five hundred thousand. 
The acquisition of such a large number of members at that time was due, 
however, to the adoption of Sun Yat-sen's three great policies for the 
execution of the National Revolution, namely, the China-Soviet Union 
confederacy, the toleration of the Communists in the Kuomintang, and 
the acquisition of the support of the peasants and the workmen. After 
the 'Purification* coups d'ttat of April 1927 (executed by Chiang Kai- 
shek in Shanghai on April 12 and by Li Chi-shen in Canton on April 15) 
the party gradually lost its influence until finally it was compelled to 
become an illegal organization resorting to underground tactics. But 
by the outbreak of such extraordinary incidents as the Canton Com- 
mune and the establishment of the Changsha Soviet of August 1930, it 
proved that its influence had by no means vanished and that its latent 
power was not a negligible factor in Chinese politics. The Red Army and 
the Soviet Area which were formed early in 1928 repulsed the five 
general drives of the National Army under Chiang Kai-shek, and in 193 1 
even went so far as to organize at Juichin a proletarian regime called 

1 Revised and greatly abbreviated by the Editors from the original data-paper The 
Red Influence in China. Because of the controversial nature of the subject the Editors 
wish to emphasize the fact that neither the Japanese Council nor the Secretariat of the 
Institute of Pacific Relations assumes any responsibility for the author's statements and 
interpretations. The paper is printed in the belief that it provides useful information on 
a relatively little-known question, and because it illustrates some of the views held by 
certain sections of the Japanese public. 
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the Provisional Government of the Chinese Soviet Republic. The large- 
scale campaign which exhausted the greater half of the annual military 
expenditures of the Nanking Government finally succeeded in driving 
the main forces of the Red Army out of Juichin, but this expulsion 
of the Communist Army may be said to have been a strategic retreat on 
the part of the Red forces, The fact that without engaging in any 
pitched battle with the Nanking Army, and consequently without suffer* 
ing any serious losses in the fighting force, the Red forces proceeded 
westward in a vast contingent points to the likelihood of their future 
recovery. One part of this army entered Shensi from Kansu after 
marching through the provinces of Hunan, Kwangtung, Kweichow, 
Yunnan, and Szechwan. Finally, at the end of February 1936, the Red 
forces invaded Shansi. The Red Army which invaded Shansi withdrew 
to Shensi as soon as the Central Army had completed its military pre- 
parations, and is now making raids in Shensi and Kansu. Furthermore, 
in districts of Szechwan and Sikang Provinces there are strong divisions 
of the Red Army, and their movements are such as to merit particular 
attention. 

Concerning the communist movement in China the Report of the 
League Commission on the Sino-Japanese Dispute has mentioned a few 
characteristic points and has indicated the fact that the Chinese Com- 
munist Party is a strong adversary of the Nanking Government. 

'Communism in China not only means, as in most countries other than the 
U.S.S.R., either a political doctrine held by certain members of existing 
parties, or the organization of a special party to compete for power with other 
political parties. It has become an actual rival of the National Government. 
It possesses its own law, army and government, and its own territorial sphere 
of action. For this state of affairs there is no parallel in any other country. 
Moreover, in China the disturbance created by the communist war is made 
more serious by the fact that the country is going through a critical period 
of internal reconstruction, still further complicated during the last eleven 
months by an external crisis of exceptional gravity. The National Govern- 
ment seems to be determined to regain the control of the districts under 
communist influence, and to pursue in these districts, once their recovery is 
achieved, a policy of economic rehabilitation ; but in its military campaigns, 
apart from difficulties already mentioned, both internal and external, which 
weaken its position, it is hampered by lack of funds and defective com- 
munications. The problem of communism in China is thus linked with the 
larger problem of national reconstruction.' 

In order to understand the process in the development of the Chinese 
Communist Party and its Red Army, it is necessary to consider whether 
or not the social situation of that time was adapted to that progress. 
The clarification of the social situation which fostered the progress of 
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this communist movement is the key to which great importance must 
be attached in forecasting the future of the party and the Red Army. 

After the People's Revolution in 1911 struggles among the cliques of 
militarists arose ; peace and order disappeared, and bandit raids became 
exceedingly prevalent. Furthermore, due to the development of capital- 
istic economy in the cities which accompanies the entrance of foreign 
capital, the economy of the rural communities with their remnants of 
feudalism gradually collapsed and as a result a proletariat was created. 
It was only natural that the various movements of the proletarians 
should respond to communism, which has for its motto the complete 
overthrow of imperialism, the warlords, and the gentry. But even 
though there existed ample room for the diffusion of communistic 
ideals in China, it is doubtful whether the activities of the Chinese 
Communist Party alone could have brought about such a remarkable 
progress. The chief motive power of this rapid development was in 
all probability furnished by the spiritual and material support rendered 
by the Comintern. In discussing the Chinese Communist Party it is 
therefore necessary to attach much importance to its relation with the 
Comintern and the Soviet Union. 

The communist movement in China originated in the cities, but did 
not develop there. Rather, the movement took root in the rural com- 
munities and intensified the peasants' revolution. When viewed from 
the standpoint of Marxism the course that this revolution followed is 
decidedly unorthodox. 

Among the reasons for the failure of the movement to progress in the 
cities 'the following are most noteworthy: (1) the influence of the 
various foreign Powers in the major cities (foreign concessions and 
their garrisons) and their suppression of sovietization ; (2) the lack of 
co-operation among the regimes in various localities, and the various 
hostile measures against one another for maintaining their power; 
(3) difficulty in enlisting the support of factory workers and ordinary 
workers ; (4) the lack of balance and different degrees of development 
in the revolutionary movement in the various districts ; (5) the habitual 
policy of suppression by the Nanking Government. 

The reasons for the success in the rural communities after the failure 
in the cities are the following: (1) fraudulence on the part of the local 
government officials and the unrest of the peasants ; (2) communist 
sympathies of the native bandits, 'Red Spears' (Hung Chiang Hut) and 
'Great Powers' (Ta Li Hui) ; (3) strife among the cliques of militarists 
and the frequent occurrence of civil war ; (4) ignorance and simplicity of 
the peasants themselves. 

But, generally speaking, what induced the peasants to embrace the 
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ideas of communism and to approve the activities of both the Chinese 
Communist Party and the Bed Army was the adoption of the policy to 
liberate the peasants from debts and lack of land. This emancipation 
attracted the peasants more than any other economic policy and won 
them over whole-heartedly. 

Although it is difficult to ascertain to what extent the policies of the 
Chinese Communist Party are enforced in the Soviet districts a sum- 
mary of the economic, social, educational, and religious programmes 
will serve to illustrate one phase of the activities. 

In the Juichin Soviet Government's labour policy the eight-hour 
working day was enforced (six hours for minors of 16-18 years, four 
hours for children of 14-16 years). Each labourer was allowed at least 
forty-six hours of continuous rest every week. Furthermore, under 
special articles and clauses relative to minimum wages, health, security, 
unemployment, and other social insurances, the Soviet endeavoured to 
ameliorate the living conditions of the people. 

In the domain of economic policy the confiscation and nationalization 
of all banks, factories, mines, communication, and transportation enter- 
prises was enforced. In accordance with an agreement, foreign indus- 
trialists were allowed to continue their production under the compulsory 
condition that they submit to the enforcement of all laws of the Soviet 
Government. But in case these enterprisers acted contrary to this 
condition, they were to be treated as counter-revolutionists and their 
enterprises immediately confiscated and nationalized. 

The industrial and manufacturing enterprises of Chinese capitalists 
were left in the hands of the former proprietors, but controlled through 
the Factory Committee and the Labour Union. In case of a sabotage in 
production, a lock-out, a breach of a Soviet law, or a participation in 
anti-revolutionary activity, their enterprises were to be confiscated. 

Freedom of commerce was guaranteed, but the Soviet authorities 
fought against the raising of prices on the part of the merchants. By 
abolishing the old taxation system and establishing a unified graduated 
system, the Soviet made the burden on the wealthier classes much 
heavier. It is also strove further to ameliorate the living conditions of 
the workmen, the poor people in the cities, and the masses of both the 
poor and the middle-class peasants. 

With a view to guaranteeing the complete emancipation of women, 
the abolition of the system of selling daughters as wives, freedom of 
marriage and divorce under the condition that registration be made in 
the ' State Organ ', and the prevention of the Tonyanghsi system (adopt- 
ing of young girls for future daughters-in-law) were enforced. 

Much attention was paid by the Soviet to the educational and cultural 
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elevation of the populace, and, what is more, it looked upon the wide- 
spread enforcement of free education as a duty of the state. Expenses 
for education were borne by the state. Primary, secondary, and normal 
schools were established for the young, while clubs and libraries were 
founded for the education of the adults. 

The people under the Soviet did not lose their freedom of worship, 
but politics and religion were separated. Furthermore, the state did 
not protect religion, and the people had the right to propagate anti- 
religious ideas. 

The right of the self-determination of various peoples in China was 
recognized. Furthermore, these peoples were permitted to establish 
' independent self-governing states J and participate freely in the Chinese 
Soviet Union. Foreign labourers in the Soviet districts were granted 
the same privileges as the Chinese wage-earning masses. 

Needless to say, these policies of the Soviet Government won the 
interest and the support of the peasant masses which had long suffered 
under the yoke of warlords and bureaucrats. Consequently, the enforce- 
ment of the policies by the establishment of Soviet Areas, the distribu- 
tion of land, and the abolition of debts worked the peasants up to a 
high pitch of enthusiasm and evoked praise of the communist creed. 
Although it was exceedingly difficult to imbue the ignorant populace 
with the ideas of communism, the propaganda of realistic and practical 
education had a huge success. 

What policy did the Nanking Government adopt to counteract this 
communist movement? From the military standpoint, Chiang Kai- 
shek's five campaigns against the communist forces did not progress 
satisfactorily in spite of the vast expenditures incurred by the Nanking 
Government. In one way this was due to the lack of discipline and 
organization within the army itself, but in another way the organization 
and the discipline of the Bed Army were far superior, and, in addition to 
this, there was the support of the peasants. Concerning the means by 
which the Red Army procured its supplies of arms and ammunition 
there are various opinions. They were for the most part captured from 
the anti-communist army during the period when the Bed forces had 
the upper hand. Besides this, there were the purchase by 'bribery' of 
arms and ammunition from deserters or prisoners of the National Army 
(for example, one rifle and a hundred cartridges were bought for 20 
yuan), the robbing of military goods during their transport (mostly 
upon secret information from the peasants), and finally the support of 
the Soviet Union. 

To-day, when the Bed Army has withdrawn from Central China 
to the wilderness of the north, the National Government is still 
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underrating the strength of the Communist Army and is endeavouring 
to advance its punitive programme, but, as was revealed on the occasion 
of the Red Army's invasion into Shansi in February 1936, the power of 
the Reds still has to be reckoned with. Judging by the raids of the 
Red Army in the north-western regions, the danger of sovietization 
is extremely grave. 

Imagine the completion of the communication between the Red 
Army and the Russian invasion into China from the north and the west. 
That the Nanking Government is wellnigh powerless against this, politi- 
cally and from the point of view of military force, has already been 
proved. Here lies the vital reason for hastening the formation of a co- 
operative system of defence against the sovietization of the north-west. 

THE RED ARMY 

Most of the information concerning the actual movement of the 
Chinese Communist Army is based on reports from two sources. The 
first of these is the literature of the Red Army itself, the other is the 
announcements of the Nanking Government the reports of the head 
of a Provincial Government or the commander of the anti-communist 
troops. The former contains much propagandist material which aims 
at agitation and provocation. In contrast, the reports of the Nanking 
Government strive to make one believe that the government forces are 
always victorious. These reports become the material for propaganda 
throughout China in that they are allotted to the various newspapers 
through government news agencies and inserted in the journals by 
compulsion. Both sources of information are therefore unreliable, but 
unfortunately there are practically no other sources or documents upon 
which one might rely. Actually, the districts where the Red Army has 
its base, or over which it passed, are those which were Soviet districts 
in the past or those in which the Soviet regime is established at present. 
Otherwise they are in remote regions where scarcely any one ventures 
to enter except the Red Army and its pursuers, the anti-communist 
troops regions where even newspaper correspondents and missionaries 
dare not enter. 

However, by following the intelligence from the two sources men- 
tioned above, an endeavour is made in the following pages to depict in 
brief the present condition of the Red Army. 

Westward March of the Red Army after its Abandonment of Juichin. 

In explaining the recent movements of the Red Army it is necessary 
to commence with its abandonment of Juichin in October 1934. After 
the Commune at Canton in December 1927, which is called the final 



CHINESE COMMUNIST MOVEMENT 349 

decisive battle of the Chinese Revolution, the Chinese Communist 
Party, which completely lost its bases of activities in the cities, turned 
the spear-head of its policy towards rural society. Assembling the 
defeated soldiers of the 'Nanchang Violence ' and the Canton Commune, 
the Chinese Communist Party made preparations for the Red Army in 
the frontier regions of the provinces of Kwangtung, Fukien, Kiangsi, 
and Hunan, and attempted to establish a Soviet Area. What is more, 
this policy of the Chinese Communist Party succeeded, for the Nanking 
Government was preoccupied in executing its campaign against the 
northern militarists and in ridding the Government Army itself of the 
disquieting warlords. A vast Soviet Area extending over the above- 
mentioned provinces and an army exceeding one hundred thousand 
were formed. Furthermore, in Chekiang, Anhwei, Hupeh, Honan, 
Shensi, and Szechwan Soviet districts were established and Red forces 
organized. In November 1931, at Juichin in Kiangsi Province, the 
First National Congress of the Soviet Representatives was held, at 
which such statements were made : 

'Now there are two governments in China. One is the Bourgeois Govern- 
ment of Nanking, the other is the Proletariat Government of Juichin.' 

According to the statement made public by the Provisional Govern- 
ment of the Chinese Soviet in 1931 : 

'The sphere of influence of the Juichin Government extends throughout 
the eleven provinces in central and southern China. The inhabitants hi the 
Soviet Area number approximately sixty million and the troops which possess 
artillery and aeroplanes total three hundred thousand. Besides the various 
administrative headquarters, there is in Juichin a university of the Red 
Army, and it is said that this city which had a population of less than ten 
thousand has now expanded into a city of over one hundred thousand 
inhabitants/ 

These are in all probability exaggerated figures, but at the same time 
they furnish a picture of one phase of the Soviet regime at that time. 

Needless to say, the attitude of the Nanking Government towards 
this Soviet regime is hostile. Nevertheless, even Chiang Kai-shek, who 
gained a brilliant victory in his struggle for supremacy with the various 
warlords and who had virtually become the dictator of the Nanking 
Government, was at a loss as to what to do in the Soviet Areas and in 
the face of the steadfast resistance of the Red Army within those 
districts. When the government forces came, the Reds became peasants ; 
upon their departure they again took up their arms and resumed fight- 
ing. For a long time this guerrilla warfare has been a source of constant 
anxiety for the Nanking Government. The five general drives since 1928 
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were fruitless, and in spite of the fact that the greater half of the expendi- 
tures for military operations were lavished upon the preparation for the 
anti-communist campaign and the mobilization of one million troops, 
the Government Army was powerless against the guerrilla warfare tactics 
of the Bed forces. After the appropriation of huge sums, chains of block- 
houses were built, and the policy of the large-scale construction of roads 
for speedy transportation of troops was adopted. Towards the summer 
of 1934 the Nanking Army was finally able to drive the main forces of 
the Bed Army to the south of Kiangsi Province. 

Consequently, the Bed Army, which was now in a state of disorder, 
avoided committing itself to a decisive battle with the Nanking 
forces. It abandoned Juichin and withdrew westwards. At the end 
of October 1934 the Chu-Mao Army, which numbered one hundred 
thousand, moved westward to the frontier of Hunan Province. (This 
army was originally known by the names of Chu Teh,' Commander-in- 
Chief of the Bed Army, and Mao Tse-tung, representative of the Political 
Department.) Then, pursued by the government forces, the Bed Army 
entered Kweichow from Hunan ; thence under pretext of entering Szech- 
wan Province by way of the Yangtze Biver it executed a great march 
and advanced to Kweiyang in Kweichow Province. Following this it 
made an attack upon Kunming, the capital of Yunnan Province. In 
Kweiyang and Kunming it was preceded by Chiang Kai-shek, who was 
directing his army by the intelligence received from his air scouts. Due 
to air-tight defence, the Bed Army was unable to break through, and as 
a result the communist forces marched northward from Yunnan Pro- 
vince, crossed the Kinsha Biver, and proceeded to the Huili Begion in 
the mountains of south-western Szechwan. Through the district of 
Sichang they traversed the Tatuho, and in the spring of 1935 arrived at 
Tatsienlu or Kangtien, the capital of Hsikang Province. When the 
westward march of the Bed Army is followed on a map, the length of 
the journey is seen to be really astonishing. The report of the Szechwan 
Provincial Government on the movement of the Bed Army, saying that 
by the time the Bed forces arrived at Tatsienlu they were in want of 
supplies, must have been true. For ten months after their withdrawal 
from Juichin the westward march of the Bed forces took a zigzag 
course, and the fact that they marched from six to ten thousand kilo- 
metres must be considered as an astonishing feat. It was thought that 
the Bed forces which assembled in the districts north and west of 
Chengtu would make preparations to conquer the plains of Szechwan 
after establishing a Soviet Area, but, first of all, Mao Tse-tung with the 
whole of his troops succeeded in uniting with the troops of Hsu Hsiang- 
chien. Hsu Hsiang-chien's army was called the Fourth Bed Army. It 
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was an exceedingly strong army which had stayed in the north of Szech- 
wan Province for many years, and its Political Commissioner, Chang Kuo- 
tao, was one of the oldest leaders of the Chinese Communist Party. The 
union of this army and the Chu-mao Army has become historical, and 
for the first time since the abandonment of Juichin the Bed Army was 
in battle array. But in August 1935 this Red Army, which had united, 
split again as the result of a disruption at a meeting held by the leaders 
as to the course to be followed in future by the Bed Army. Mao Tse- 
tung, who contended for the northward march, crossed Paishuikiang 
and entered Kansu Province, while Chang Kuo-tao, who adhered to the 
policy of proceeding southward, advanced towards the Yaan Region 
with the majority of the troops of Chu Teh and Hsu Hsiang-chien. 

Attack upon Shansi by the North Shensi Red Army. 

It is said that the troops which followed Mao Tse-tung to Kansu 
numbered between nine and ten thousand. They formed their base in 
the south of Minhsien and were reorganized into the Shensi-Kansu 
Detachment. Peng Teh-hui, who was heralded as the 'Voroshilov of 
China ' for the heroic part he played in the establishment of the Soviet 
Government at Changsha, became its Commander-in-Chief, and Lin 
Piao, Peng Hsueh-feng, and Teng Fa assumed command of the various 
divisions, with Yeh Chien-ying as Chief of Staff and Mao Tse-tung as 
the Political Commissioner. This reorganization was executed in Sep- 
tember 1935, and soon the Shensi-Kansu Detachment turned its march 
towards Shensi Province and commenced its activities. The movements 
of the divisions under Hsu Hai-tung and Liu Tsu-tan, which were in the 
north of Shensi Province, suddenly became more active, and the danger 
of the north-west sovietization became more and more acute. 

Thereupon the Shensi-Kansu Detachment of the Bed Army under 
Mao Tse-tung and Peng Teh-hui advanced to Shensi Province, picking 
up associates wherever they could during their journey. In the winter 
of 1935, or early in the spring of 1936, they united with the division 
under Hsu Hai-tung, extended the sphere of influence of the Shensi 
Soviet Government, and completed the establishment of communica- 
tions with the divisions under Liu Tsu-tan. Liu Tsu-tan's army consis- 
ted of three divisions, or approximately twenty thousand soldiers, and 
the three parties under Hsu Tai-tung consisted of about five thousand 
troops. All these troops had their base in the north of Shensi Province 
for a long time, and after their union with the Shensi-Kansu Detach- 
ment were able to adopt active measures in their attacks. 

Most alarmed by the aforementioned offensive of the Bed Army 
in Shensi Province was General Yen Hsi-shan, who controlled the 
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adjoining Shansi Province. The Province of Shansi is strategically located 
in that it is hemmed in by precipitous ridges in the north and bordered 
by the River Hwang in the south and west. Here the ' Shansi Monroe 
Doctrine ' was maintained for decades and the inhabitants continued to 
prohibit the entrance of strangers. Even after the Nanking Government 
succeeded in exercising its influence throughout China, Shansi did not 
always obey the decrees of the Government. Its representative in the 
Kuomintang is but a camouflage of its independence. In reality, it is 
just as it was under the dictatorship of Yen Hsi-shan. After returning 
to Shansi from his refuge in Dairen, Yen Hsi-shan himself had originated 
the ten-year plan for the economic construction of Shansi and did his 
best in his struggle for the attainment of the principle of benevolent 
rule. To him the advance of the Chinese Communist Party and the 
increase in Red forces were serious threats. In the autumn of 1935, 
when he heard of the reorganization of a portion of the Red forces into 
the Shensi-Kansu Detachment and its attack upon Shensi, he foresaw 
the gravity of the danger of the sovietization of North Shensi and 
appealed loudly to the whole nation that, in the near future, Shansi 
too would be sovietized. As a counterplan for the "Land Policy* of 
the Communist Party he promulgated the 'plan to make all land the 
property of the State', and thereby endeavoured to secure the support 
of the populace so as to prevent sovietization. He also adopted other 
measures for the positive prevention of sovietization by constructing 
blockhouses and other fortifications and employing the 'advance slowly, 
fight cautiously ' method. 

In spite of this the vanguard of the North Shensi Red Army began 
the attack upon Shansi in the last ten days of February 1936. Already 
in the hsiens of Chungyang, Shihlou, Yungho, Liulin, and Shih in the 
south of Shansi Province a Soviet Area has been formed. On March 2 
even Taiyuan, the capital of Shansi Province, was captured by the Reds. 
Upon piecing the various reports together, it is possible to learn that on 
the arrival of information concerning the approach of the Red Army the 
inhabitants along the Tatung-Puchow Railway began to seek refuge in 
Taiyuan and Shihchiachuang. Martial law was enforced within the 
walls of Taiyuan, and the Red Army advanced wherever it pleased, as 
the morale of the anti-communist troops was completely undermined. 
It has been said that the execution of the so-called guerrilla warfare put 
the anti-communist forces into confusion. 

As to the number of the Red troops which attacked Shansi, reports 
vary, saying that from five to thirty thousand took part. But that 
which reported that the main forces stayed behind in Shensi without 
crossing the Hwangho seems to be authentic, so that the number which 
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engaged in the attack upon Shansi may be estimated at not more than 
five to six thousand. Early in March, perceiving that six divisions with 
sixty thousand soldiers would be insufficient for either the defence 
against or the subjugation of the communist troops, Yen Hsi-shan 
sought the support of the Nanking Government and Sung Che-yuan pf 
the Chi-cha regime (Hopei-Chahar Political Council). It was forecast 
that this request for support would result in the formation of a joint 
policy between Yen Hsi-shan and Sung Che-yuan as a measure for the 
prevention of the sovietization of the north-west, but the Chi-cha 
regime's support of Shansi was not realized. After some negotiations, 
the Central Army and the Mercenary Forces came to the support of 
Shansi from the Nanking Government. With due respect to the ' Monroe 
Doctrine of Shansi ' Yen Hsi-shan had merely demanded military funds 
and arms from the Nanking Government and opposed the actual 
entrance of the Central Army into Shansi. Without a reply, Chiang 
Kai-shek sent troops into Shansi by way of Yuncheng and the Chengtai 
and the Taokow-Chinghua Railways. Judging by his action on the 
occasion of the westward retreat of the Chu-Mao Red Army, when he 
deprived the two provinces of Kweichow and Kiangsi of their military 
rights, the pouring in of troops into Shansi Province was a foregone 
conclusion. From this action of Chiang Kai-shek it is possible to foresee 
his control over Shansi. In the negotiations between Chiang Kai-shek 
and Yen Hsi-shan it was quite natural that close communication as 
regards military tactics was lacking between the Shansi Army under 
Yang Ai-yuan and the armies dispatched by Chang Kai-shek. 

Taking advantage of the weakness in the military operations of the 
anti-communist forces, the Red Army was making attack after attack 
in the various localities, but towards the end of March, when the dis- 
tribution of the anti-communist forces was perfected, the communist 
forces returned to Shensi Province, and conditions at present are such 
that only a few are left in Shansi Province. As to the Red advance to 
Shansi, various conjectures have been made. Some maintain that the 
Red Army foraged in order to replenish its supplies, while others main- 
tain that the Reds endeavoured to form a Soviet Area in Shansi in 
preparation for the opening of the Comintern Route (International 
Route) to Suiyuan and Outer Mongolia. The reason for the Red Army's 
avoidance of conflict with the anti-communist army in Shensi Province 
and its advance into Shansi was only the manifestation of the tactics 
for 'Defence against Attack', for which purpose the Reds endeavoured 
to use Shansi Province as the scene of their defensive operations. The 
aim was to replenish supplies. Consequently, it is more appropriate to 
conjecture that, for this reason, the main forces did not move. It 

Aa 
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is to be noted that the aim of the Red Army in north Shensi is the 
anti-Japanese movement, and the causing of disturbances on the 
Manchoukuo frontier. This is in accordance with the propagandist state- 
ment, 'Under the name of the Confederate Army for the struggle 
against Japan and the overthrow of Chiang Kai-shek, rise in one accord 
and combat the outside enemies ', which is being spread in the various 
districts of Shansu This explains the new stratagem of the Chinese 
Communist Party. The Peking-Tientsin Times of March 5 reports as 
follows : 

'The Red Annies have long eliminated the purely communist catchwords 
of the Third International from their propaganda and manifestoes. The 
silence on the subject of the domestic political issues has turned from the 
negative to the positive approach. They no longer revile those whom they 
have regarded as their enemies in this country. They openly advocate, on the 
contrary, the organization of a united front of all patriotic elements for a 
struggle against Japan.' 

Concerning the limits of the sovietized area of Shansi, it is difficult 
to obtain accurate accounts. Actually, there is logical contradiction 
between the report which states that the Communist Army enforced 
communism after establishing a Soviet Area, and that which stresses 
the elimination of the purely communistic slogans from the propaganda 
and manifestoes. Furthermore, it is said among the tradesmen in 
Taiyuan that the peasants in the sovietized district are whole-heartedly 
welcoming the introduction and enforcement of the financial and 
economic policy of the Chinese Communist Party. 

Union of the Chu-Hsu and the Hsiao-Ho Armies. 

As was mentioned previously, the North Shensi Red Army returned 
to Shensi Province after forming 'cells of communist organization', 
and realizing their aim to replenish supplies. These forces now have 
their bases in the north of Shensi and in the south of Kansu where, 
in the face of the attacks of the anti-communist army, it seems they 
are striving to maintain their influence by the skilful employment of 
their favourite guerrilla tactics and the support of the peasant army. 
The new course of the march of the Red Army appears to lie in the 
direction of Suiyuan Province, where the line of defence is compara- 
tively weak. It would be erroneous to conclude that the danger of the 
sovietization of Shansi Province was removed with the withdrawal of 
the North Shensi Red Army. On the contrary, the 'cells of communist 
organization ' which the Red Army planted by the skilful execution of 
its 'defence against attack' stratagem will, in all probability, increase 
the danger of the sovietization of Shansi. This has been done by the 
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Shensi Bed Army so that it might again have the opportunity of invad- 
ing Shansi, and thus the menace of sovietization in China, either from 
the rear or the flank, has by no means diminished. 

After separating from Mao Tse-tung, the main forces of the Bed Army 
under Chu Teh and Hsu Hsiang-chien, which had proceeded southward, 
were roving in the Tienchuan, Yaan, Paohsing, and Lushan districts in 
Szechwan Province, and in the Tatsienlu Region on the Hsikang border 
with the hope of occupying the plains of Chengtu. It is said that the 
plan of the Chu-Hsu Army was either to establish the Szechwan- 
Chwanpien Soviet Area or to unite with the forces under Hsiao and Ho 
and proceed northward for the second time. This naturally attracted 
much attention at the time. 

By the Hsiao-Ho Army is meant the joint forces of the troops under 
Hsiao Ko and Ho Lung. This contingent of thirty thousand troops 
lingered in the north-western part of Hunan Province. With the pro- 
gress in the policy of the construction of blockhouses and roads in 
Hunan Province this army was driven bit by bit towards the frontier 
of Kweichow Province by the anti-communist forces of the Nanking 
Government. At the end of November 1936, after abandoning Hunan 
Province, it began its march towards Kweichow Province. It was 
expected to follow the route taken by the Chu-Mao Army in its west- 
ward march and proceed to Szechwan, but it lingered for almost six 
months in the various districts of Yunnan. Finally, in April 1936, it 
succeeded in uniting with the Chu-Hsu Army in the extreme western 
part of Szechwan after crossing the hazardous Kinsha Biver. 

According to the statement of Hsueh Yao (Commander of the Second 
Boute anti-Communist Army) to the various newspaper reporters: 

' The main forces of the Red Army are in the Taofu and the Tanpa districts 
with Chen Chang-kao, Chang Kuo-tao and Liu Po-cheng directing their 
activities. The Tsiao-Ho Army proceeded to north-western Szechwan after 
crossing the Kinsha River. One division advanced to Lihua by way of 
Tinghsiang and the other division proceeded towards Tehjung and Paan. The 
total number of troops in the two divisions is about fifty thousand.' 

In the territory west of Tatsienlu is a grassy district called Kwanwai. 
The geographical position is such that the dividing ridges are high and 
rugged. Horseback and ox-carts are the only means of communication 
with the outside world. The climate is extreme ; food-supplies are by 
no means plentiful, and the anti-communist forces cannot adopt positive 
measures due to the inconvenience they encounter in transporting sup- 
plies and ammunition. Particularly, the presence of the Tayuan Moun- 
tain Range on the frontier of Hsi Kang and Szechwan Provinces renders 
bombardment from aeroplanes impossible for the government troops. 
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Taking advantage of this since the invasion of Hsikang Province, the 
Red Army has crushed the influence of the Lama priests, who had for 
many years held control over the province under the pretext of support- 
ing the independence of the weaker races, and has established a special 
Soviet Government with the existing organ of Lamaism as its founda- 
tion. That is to say, the communists are striving to consolidate the 
foundation for then* activities by executing the various policies for the 
exploitation of the Lama priests propagating the slogan to protect 
Lamaism, to respect the manners and customs of the people, to prevent 
murder, and to exempt them from taxation. But the real aim of the 
Bed Army is not to stop here, but to cross Szechwan and enter Kansu 
so as to unite with the North Shensi Army, and thereby consolidate the 
united front for the struggle against Japan. 

Sovietization of Hsiens in North Shensi. 

When the Red Army occupies a district, it first of all assembles the 
populace and holds a meeting at which a Soviet Government will be 
formed and the land distributed. But in reality the good tracts of land 
are reserved as 'public land' for the Soviet Government and the Red 
Army. This land is cultivated by the destitute peasants, and the remain- 
ing tracts are distributed to the peasants. Land is granted to the people, 
but it must be taken into consideration that in order to execute the 
policy of the Red Army, some 'pulling of the wires ' is put into practice. 
After the distribution of the land, the young men under thirty years of 
age are recruited into the flying column, the youths ranging from four- 
teen to twenty are compelled to become vanguards, while the boys 
under fourteen must join the Pioneer (boy scout) organization. The 
boys in the Pioneers are given instruction in communism so that the 
flying column and the youthful vanguards may later form an inde- 
pendent body and become reserves for the Red Army. From the old 
men and the young women transport corps are organized to aid in the 
transportation of supplies or the cultivation of the 'public land* or 
scouting and sentry duty. It is said that the poor peasants, who are 
given only bad tracts of land, are compelled not only to enlist in the 
Red Army, but also to present four-tenths of their harvest for the public 
supplies. 

THE CAMPAIGN OF THE NANKING TROOPS AGAINST THE 

COMMUNIST ARMY 
First Stage. 

After Chiang Kai-shek's coup d'etat of March 1927, which was really 
the first systematic attack of the ^Nanking Government against the 
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Bed forces, drive after drive was organized for the extermination of 
the Chinese Communist Party and the Communist Army which were 
rapidly increasing and gaining influence. The campaign may be divided 
into three stages : 

The First Stage from the formation of the National Government 
(1929) to directly before the Manchurian Incident (1931); that is 
to say, the period in which the first, second, and third drives were 
executed. 

The Second Stage from the outbreak of the Manchurian and Shang- 
hai Incidents (1931-2) to the westward retreat of the Communist 
Army (1934) ; that is to say, the period in which the fourth and 
fifth drives were attempted. 

The Third Stage after the westward retreat of the Red Army at the 
end of 1934. It was the stage during which was proposed the new 
stratagem of the 'united front' of the so-called National Defence 
Government or the ' anti- Japanese Confederate Army J in connexion 
with the northward march of the Communist Army the period in 
which the conflict heightened between the Nanking Government 
and the Red Army. 

For the first drive against the Red forces the Nanking Government 
entrusted Lu Ti-ping with the leadership of the Twelfth, Thirteenth, 
Eighteenth, and Fiftieth Divisions. But due to a revolt elsewhere, Lu 
Ti-ping was compelled to send the Twelfth and the Fiftieth Divisions 
to the scene of the revolt, and as the government forces guarded Kiangsi 
with only the Eighteenth and the Thirteenth Divisions, the communist 
forces increased daily. At the close of 1929, when the troops against 
Yen and Feng had completed their first step, the Red Army was 
already playing havoc in the southern hsien (counties). 

Thus in 1930 the Government ordered the return of the Twelfth and 
the Fiftieth Divisions to Kiangsi Province and also dispatched the 
Seventeenth Division further to reinforce the forces in Kiangsi. The 
troops of the Nanking Government Army now totalled one hundred 
thousand and were placed under the command of Lu Ti-ping. The drive 
executed by this army subjugated Kian and the adjoining hsiens, but 
the Eighteenth Division was completely annihilated and Chang Hui- 
tsan taken prisoner by the Red forces, because it had proceeded far 
into hostile territory. The Fiftieth Division also suffered a terrible 
defeat and lost the majority of its forces. 

Then in 1930 commenced the second drive. The Government, which 
had learned that the cause of the failure of the first drive lay in the lack 
of unification in the command, finally appointed Ho Ying-chin, the 
Chief of the Military Department, as Commander-in-Chief of the 
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campaign. In February Ho proceeded to Kiangsi Province, and in view 
of the fact that his predecessor had failed, due to the careless advancing 
of troops far into hostile territory, he restored order in the districts by 
the adoption of the 'gradual* military policy of Tseng Kuo-fan. Then, 
summoning the garrisons that the various hsiens had organized, he 
executed his plans with rapidity. In military affairs, too, certain pro- 
gress was made, but in May the Canton Government was formed and, 
with the rise of antagonism and rivalry between the two governments, 
the strength of the Communist Army augmented. As a result the 
National forces under Sun Lien-chung, Kung Ping-fan, Wang Chin-yu, 
and others were defeated in succession and Ho fell on the battle-field. 
Thus ended the second drive. 

Chiang Kai-shek from the end of June became Commander-in-Chief 
of the campaign against the Red Army. After mobilizing as many 
troops as possible he dispatched them to Kiangsi. This recruited army 
consisted of three hundred thousand soldiers, and the prospects of 
success were bright indeed for the third drive. On June 15 the Nine- 
teenth Route Army, which had been attacking from the south, pene- 
trated into Hsingkuo. Three days later Kian, which had been the base 
of the National Army for a long time, was recovered, and on June 22 
Chiang Kai-shek personally directed the attack upon Nanchang. At 
first the campaign appeared to be in the favour of the National Army, 
but later the trend of affairs became rather disadvantageous to the 
forces of Chiang Kai-shek, so that directly before the outbreak of the 
Manchurian Incident it became possible to forecast that the third drive 
would end as disastrously as the first two. 

At the conference held on January 9, 1932, by the Central Committee 
of the Chinese Communist Party, a statement was made to the following 
effect: 

'In the three drives against the Soviet Government and the Red Army, 
the Kuomintang militarists have been vanquished. The Red Army has 
defeated the Kuomintang Army which consisted of more than fifteen divi- 
sions. The Red Army has succeeded in procuring in the south of Kiangsi 
Province more than 20,000 rifles, 5,000,000 rifle shells, more than 2,000,000 
rounds of ammunition. . . .' 

There is ample reason for believing that some difference existed in the 
report of the Red Army and that of the Kuomintang, but at any rate 
there was no argument whatever to the fact that the third drive did 
not bring about any significant results. Especially convincing was this 
fact when, at the close of 1931, a mutiny occurred among the soldiers 
of the whole of Sun Lien-chung's Twenty -sixth Army of approximately 
twenty thousand, and completely nullified what little the drive had 
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accomplished. This revolt also led to the capture of Fuchuan (Lin- 
chuan), the strategic spot of Fukien and Kiangsi, by the Communist 
Army. 

Second Stage. 

The second stage of the campaign marked the period when China 
encountered many disasters both politically and economically. In addi- 
tion to the famine among the peasants, frequent floods, and poor crops, 
the storm of industrial depression swept the cities. Repeatedly, rumours 
of a financial crisis in the National Government were to be heard, and 
even among its leaders waverings could be discerned. During this 
period the army of the Communist Party, which used this social 
instability as the background of its activities, strengthened to a remark- 
able degree, and in at least one-sixth of China Soviet districts were 
formed. For this reason the Government under Chiang Kai-shek, after 
calling upon the entire financial capacity and ability of the Kuomintang, 
launched its desperate drive against the Communist Army. Chiang Kai- 
shek spent most of these days either at Wuchan or Nanchang, for the 
National Government deemed it most urgent to combat the communist 
bandits, even though at this time China's relations with Japan were 
rather strained. 

Early in the year 1933, when the smoke of battle had not yet cleared 
in Jehol, Chiang Kai-shek spoke to the following effect at Nanchang, 
from the chair at the Anniversary Week of the 'Enlargement of the 
Various Departments of the Provincial Branch of the Kuomintang ' : 

' On the outcome of this forthcoming drive against the bandits depends 
the existence of the Nation. It also is the supreme test of whether or not our 
race can protect and consolidate itself. Responsibility for the fact that the 
Communist bandits are not yet wiped out of Kiangsi naturally rests with the 
Government and myself. This I venture to say is a disgrace to the people of 
Kiangsi. In order to exterminate the bandits we must first of all be 
thoroughly convinced that if we are to exist there shall be no bandits, and if 
the bandits are to exist, we shall cease to exist. . . .' 

From this speech a deduction may be made as to Chiang Kai-shek's 
decision at this stage of the campaign against the bandits. 

Third Stage. 

This third stage takes in the fourth and the fifth drives. The fourth 
commenced at the end of May 1932, and continued until the end of 
September. The fifth was executed in two stages, the first of which was 
begun early in 1933 and terminated at the close of the year, and the 
second occupied the whole of the year 1934. This fifth drive, in which 
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well-prepared political and economic policies were executed, was divided 
into two stages, not only for military reasons or the magnitude of its 
scale, but because, as its slogans stated, it was three-tenths military and 
seven-tenths political. 

At the end of May 1932, when military operations were brought to a 
close at Shanghai, preparations commenced for the fourth drive against 
the Communist Army. On June 9 Chiang Kai-shek summoned to 
Lushan Ho Ting-chin, Commander-in-Chief of the army against the 
bandits in the Kiangsi, Kwangtung, and Fukien districts, Hsia Tu-yin, 
Head of the Government of Hupeh Province, Ho Chengchun, Head of 
the Suiching Office in Hupeh, Hsiung Shih-hui, Head of the Govern* 
ment of Kiangsi Province, Ho Chien, Head of the Government of Hunan, 
Hsu Yuan-chuan, Commander of the Tenth Army, Chien Ta-chun, Com- 
mander of the Thirteenth Army, and Chen Cheng, Commander of the 
Eighteenth Army, to hold a conference for the extermination of the com- 
munist forces in the five provinces of Hunan, Hupeh, Honan, Kiangsi, 
and Anhwei. At this conference the following items were decided: 

(1) During the months of June and July the Finance Department shall 
appropriate 350 million yuan for the campaign ; Kiangsi shall collect 
and pay 4 million yuan at the end of June ; Hupeh, 3 million ; Honan 
and Anhwei, each 2 million, and Hunan 2 million yuan, respectively. 

(2) The Communist Army shall be concentrated before the end of June, 
and the general attack upon it shall begin on July 1. (3) The military 
commander of each province shall obey the orders of the Chairman of 
the Military Committee and report on the progress of the drives and on 
the conditions of the Communist Army. (4) The plan of the campaign 
shall be as follows: (a) organize an army of volunteers against the Red 
forces ; (6) unify the armed forces of the populace ; (c) restore order in 
the territory of the bandits ; (d) rehabilitate the rural communities ; (e) 
relieve the refugees ; (/) regulate the local governments ; (g) encourage 
meritorious service of the hsien magistrates ; and (h) construct roads in 
Honan, Hupeh, Anhwei, Kiangsi, Hunan, Kwangtung, and Fukien 
Provinces and thereby make two * enveloping attacks' upon the com- 
munist forces. 

The army that took the field in the next drive consisted of 81 divi- 
sions, 29 brigades, and 39 parties, and the number of soldiers exceeded 
630,000. First of all the major attacks were directed at the Red forces 
which had their bases in the north of Kiangsi, Hupeh, Anhwei, and 
Hunan. But for the first three months (from June to September) the 
morale of the punitive forces was weak, and many of the National 
soldiers deserted their ranks and went over to the enemy. As a result 
the communist troops took the offensive, and it was reported that in the 
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Wuchang-Changsha Railway region and in Nanchang the National 
Army was often in grave danger. 

Greatly agitated by the general trend of affairs, Chiang Kai-shek 
issued orders to the effect that none were to retreat. Through the 
efforts and courage of the general, the attacks of the invading army 
gradually became fruitful at the beginning of September. By the middle 
of September, the Bed troops were driven back as far as Hunghu, and 
towards the end of the month Kinkiachai in Anhwei came under the 
sway of the government forces. 

To be sure, the fourth drive succeeded in checking the direct menace 
of the Wuhan Government, but when considered from the point of view 
of the whole of China, no concrete results were brought about, thus 
necessitating the fifth drive. 

The fifth drive was concentrated upon the attack on the district 
under the 'Central Soviet Government*. Both in ferocity and length 
the drive was unprecedented in this campaign. For reasons mentioned 
in a preceding paragraph, it was executed in two stages. In the first 
stage, forces were advanced from Nanchang, Fukien, and Canton. In 
Fukien Tsai Ting-kai took command of the 'Left Route* Army, in 
Nanchang Chen Cheng assumed command of the ' Central Route ' Army, 
in Canton Yu Han-mao was chosen to lead the 'Right Route* Army, 
and Chiang Kai-shek personally gave orders as Commander -in-Chief of 
the expedition, with Chen Chi-tang assisting him as Vice-Commander. 

For about one year before the Fukien Incident the National Army 
advanced foot by foot against the enemy after establishing a firm 
economic blockade. Day after day furious see-saw battles were 
exchanged, but, even according to the report of the National Army, the 
numerical ratio of the National and the Communist Armies, which was 
six to three at the beginning of the year, became six to eight in favour 
of the Red Army. Furthermore, the National-Revolutionary Govern- 
ment was established at Fukien, and as a result of the conciliation 
between it and the Chinese Soviet Government the battle line of the 
punitive forces collapsed, together with its economic blockade. 

The second stage of the drive began early in 1934. In this drive 
Chiang Kai-shek planned an enveloping attack from four directions. 
After appointing Ku Cho-tung, Chiang Ting-wen, Chen Chi-tang, and 
Ho Chien as commanders of the North, East, South, and West Route 
Armies, he himself gave orders to the forces from the head-quarters at 
Nanchang. To the North Route Army, which was assigned the most 
difficult task, the pick of the soldiers was allotted. Then, setting up an 
economic blockade and adopting the most cautious methods, Chiang 
Kai-shek gradually bore down upon the Red forces, and finally in 
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October the main forces of the Communist Army were compelled to 
withdraw towards the west. In forcing the Red Army to move, the 
national forces succeeded, but apart from this no other fruits were 
reaped from their strenuous efforts, for the Communist Army merely 
made long marches towards the north-west without any apparent loss 
in the strength of its troops. The escape of the Red Army from the 
projected enveloping attack of the National Army may be considered 
to be a military success on the part of the communist forces, but when 
viewed from a different angle, the fact that with thorough preparation 
the forces of Chiang Kai-shek executed the 'Szechwan plan 1 and pre- 
vented the Red Army from establishing its base in Szechwan is a 
success on the part of the National Army. But when considered from 
the present critical political situation in China, it was a decided failure, 
as far as the military strategy was concerned, for the government forces 
to have allowed the Communist Army to proceed northward. 

Political and Economic Policy in the Campaign against the Communist 

Army. 

'The reason for our not being able to exterminate the communist 
bandits does not lie in the fact that our forces are insufficient. It is due 
to the lack of moral force on our part.' These were the words with 
which Chiang Kai-shek began his address to the graduating class of the 
'Short Term Military School ' for the officers of the Government Army. 
To be sure, that which caused the unsatisfactory progress of the govern- 
ment forces under Chiang Kai-shek, even at the time when they out- 
numbered the Red troops tenfold, had its root in the fact that morally 
and politically the national forces were far inferior to the communist 
forces. The chief reason for the failure lay in the dissension within the 
army itself; the second reason was that the peasants were in favour of 
joining the Communist Army, and thirdly, the Communist Army was, 
in spite of the scarcity of its troops, gradually able to work the superior 
forces of the Government to exhaustion by the clever employment of 
guerrilla warfare, which can only be executed with the support of the 
peasants. As the campaign proceeded, the tactics of the punitive forces 
became more prudent, and carefully prepared political and military 
policies were adopted. 'Three-tenths military and seven-tenths politi- 
cal' was the slogan proposed by Chiang Kai-shek early in the campaign. 
Consequently, the plan of the national forces was to 'advance slowly 
and fight with the utmost care; construct roads and fortifications, 
establish an economic blockade and adopt various other political poli- 
cies '. These tactics were extraordinarily effective. 

(1) 'Advance slowly, Fight cautiously' By this is meant the tactics 
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which forbid the rapid pursuit of the enemy and the deep entrance 
into hostile territory. Upon capturing a certain point, efforts were 
made to consolidate it so as to frustrate all attempts of recovery by the 
enemy. Not until this consolidation was completed should an attack on 
another point be attempted. For example, when a point was taken, a 
military railroad was to be constructed to that point and fortifications 
constructed against counter-attacks. The ultimate aim of the adoption 
of these tactics was to exterminate the communist forces by advancing 
step by step against them (not giving them an opportunity to increase 
in number) after the construction of roads and fortifications, and the 
establishment of an economic blockade. The superiority in the number 
of troops was to decide the outcome. This strategy may be said to form 
the fundamental basis for the various measures adopted later in the 
campaign. 

(2) Construction of Roads and Blockhouses. Motor roads for military 
purposes were constructed in the wake of the advancing troops so as 
to open a means of rapid communication with the reinforcing troops 
in the rear and thereby enable effective use of the excellent arms they 
had in their possession. In Kiangsi Province the length of the com- 
pleted roads exceeded one thousand six hundred kilometres in 1934, 
and if projected roads are to be considered, the total will reach four 
thousand kilometres. 

In the campaigns that followed, the fortification consisting of chains 
of blockhouses played an enormous part in the success of the National 
Army. The construction of blockhouses is an effective measure in anti- 
communist operations. Constructed for the most part of bricks and 
rocks, these fortifications are usually erected on the summit of hills at 
such convenient distances from each other that the occupants of one 
can go to the assistance of another in case of necessity. As a rule the 
height of the blockhouses is about thirty feet ; they are usually three- or 
four-storied and have loopholes for the snipers. According to military 
experts, if one of these fortifications is guarded by ten soldiers, it can 
withstand an attack of five hundred foot soldiers. Against modern 
arms such fortifications are of no avail, but for the communist troops, 
which are comparatively poorly armed, these ramparts are objects of 
great inconvenience. They do not fall before the artillery and the storm- 
ing guns of the Red Army, and, what is more, it is said that in the event 
of being captured by the Red Army they will easily be recovered by 
the national forces. Consequently, these fortifications were constructed 
either in chains or in small groups at strategic points. The aim in build- 
ing them in chains was to envelop the sovietized districts and prevent 
the Red Army from crossing this line. 
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Chains of blockhouses to encircle the districts under the Soviet 
Government were constructed in concentric circles. In Kiangsi Pro- 
vince three enveloping lines of blockhouses were formed. In Yunghsin 
Hsien, which had been until recently the base of the anti-communist 
forces, there are 329 of these ramparts. In laenhua Hsien, too, ap- 
proximately 500 are to be found. According to Ho Chien, almost 
seven thousand of these blockhouses can be counted on the frontier of 
the Hunan and Kiangsi Provinces which penetrates to Kwangtung 
from the south of Hupeh Province. Older statistics reveal that in 
Kiangsi alone three thousand could be found. The Bed Army, which 
had practically never been defeated in scores of desperate battles, could 
not help but be defeated ignominiously when they marched into this 
chain of blockhouses. The defeat of the Fong Cheh-min Division, the 
only disastrous defeat recorded by the communist forces in Kiangsi, 
occurred when they entered this enveloping battle line of the Govern- 
ment Army by mistake. 

(3) Economic Blockade. After blockading the districts under the 
Soviet Government by employing chains of blockhouses and cutting 
their trade relations with non-communist localities, the government 
forces endeavoured to crush the Reds by completely stopping the entry 
of supplies of salt, ammunition, and other necessities of the army into 
the Red area. This is the economic blockade which Chiang Kai-shek 
applied in his campaign. It enabled the government forces to strike a 
decisive blow at the communist-bandit forces which have their base in 
the mountains, and endangered the economic life of the sovietized areas. 
The regulations and the rules concerning this economic blockade were 
prepared to the minutest detail. On March 4, 1934, the 'Regulations 
for the Economic Blockade of the Communist Bandits ' were issued, 
followed by the regulations for the ' Purchase of Salt ', and the ' System- 
atic Discrimination of the Sovietized Areas'. Of these three sets of 
regulations, the final was prepared most minutely. 

First of all, the whole area was classified into the 'safe', the 'semi- 
bandit infested', the 'adjoining', and the 'bandit infested' zones. In 
the 'adjoining' and the 'semi-bandit infested' zones a rigid economic 
blockade was to be established ; blockhouses were to be constructed and 
a supervision office for the anti-Bandit Economic Blockade founded in 
each walled town in the hsiens. Sub-supervision offices were to be 
established at the strategic points in the transportation systems. The 
chiefs of these offices were appointed either by the governors of the 
hsiens or the masters of the boroughs, and were directly responsible to 
the Administrative Commissioner. .The responsibility of the enforce- 
ment of the blockade rested with the highest officer in the army 
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stationed in the particular locality, and the officials of the local govern- 
ment saw to the execution under the highest officer. In this way 
transportation, trade, and purchase of goods were strictly regulated. 

Generally speaking, all except those who have special duties are strictly 
forbidden from entering or leaving the ( bandit zones', and passports 
are required for those who come from or go into the 'adjoining' and 
the * semi-bandit J communities. Furthermore, an office for the exami- 
nation of mail is established in a 'semi-bandit' infested community. 

Transport in 'semi-bandit' and 'adjoining' regions is strictly regu- 
lated ; all articles of military use must be accompanied by a certificate 
of the highest military officer ; articles of daily necessity must be accom- 
panied by a certificate either of the 'Public Law Commission' or the 
'Committee of Public Sales'. In case there was no appropriate ware- 
house for articles of military purpose, the storing of surplus articles was 
not permitted. Furthermore, the purchase of goods was strictly con- 
trolled, the purchase of commodities by each individual being made 
through the chief of police or the ' Committee of Public Purchases '. In 
this way free trade was prohibited, and as a result no surplus permitted 
for the people. Particularly in the case of such an important commodity 
as table salt, its sale has been monopolized (Regulation for the Trans- 
action of Table Salt) and each individual allowed to procure three cash 1 
worth for daily use (children one and a half cash). The 'Public Store' 
sells the salt in accordance with the 'Salt Sale Law', and the sale is 
therefore strictly controlled. 

The sovietized area in Kiangsi suffered as a result of this firm 
blockade, and a great shortage occurred in the commodities of daily 
necessity. According to the Kiangnan Bulletin : 

' The import of the commodities of the people, be it oil, salt, or cloth, is 
almost prohibitive, due to the rigid enforcement of the economic blockade 
by the East and the South Route Armies. The result is that the price of 
salt has soared to even three yuan per catty. Even so, all would be well if 
it were procurable, but as it stands it is sold in very few places. The people 
of this district have spent years almost without tasting salt.' 

(4) Political Policy and Centralization. By the political policy is 
meant chiefly the rehabilitation of the land, rationalization of the rural 
communities, establishment of a system for the preservation of peace, 
and the special educational campaign among the people so as to re- 
establish order and normal conditions in the sovietized areas and its 
adjacent districts, relieve distress, and re-establish normal conditions in 
the rural communities. This was employed in counteraction to the 
'Land' and the 'Economic' policies of the Soviet Government. 
1 One cash is one-thousandth of a yuan or standard dollar. 
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The measure which played an important part in the campaign 
against the Bed Army was the unification of the administrative organs. 
In order to make the punitive forces act in a compact body and at the 
same time execute the economic blockade, a national political unifica- 
tion became vitally necessary. In attaining this centralization many 
endeavours were made both politically and financially, but one of the 
direct results of these was the amelioration in the system of the preser- 
vation of peace in the various provincial governments and the provin- 
cial commissions. In August 1932, on the occasion of the fourth drive, 
the system of provincial commissions was established by Chiang Kai- 
shek in the three provinces of Honan, Hupeh, and Anhwei. Each 
province was divided into a few districts, and Bureaux of Administra- 
tive Commissions were established which not only reorganized official 
discipline, but also became the pivot in the policy of the campaign 
against the Red bandits. A commissioner was directly appointed by 
the Chairman of the Military Committee (Chiang Kai-shek) and held 
additional posts of the magistrate of the hsien or the chief of the area 
in which he was stationed, and the Chief of the Bureau of the Preserva- 
tion of Peace to administer the military and civil affairs. In this way 
Chiang Kai-shek succeeded in regulating local administration in con- 
solidating the centralization and in maintaining the economic blockade 
which tended to break down under the poor collaboration among the 
warlords. 

The system of the Preservation of Peace, which had been in a state of 
chaos in the various localities, was now reformed and unified. The Peace 
Preservation Commissions were further unified by the Administrative 
Committee, and in June 1934 a Peace Preservation Conference by the 
eight provinces of Honan, Hupeh, Hunan, Anhwei, Kiangsi, Kiangsu, 
Chekiang, and Fukien was held at the Nanchang head-quarters. In 
this way unification was realized among the eight provinces. This 
unification was to play an important role in making the local armies 
come more and more under the influence of Chiang Kai-shek. 

(5) Support of the Powers. The fact that Chiang Kai-shek was able to 
acquire the aid of foreign Powers was decidedly an important reason 
for facilitating the campaign. A deputy of the League of Nations guided 
the National Economic Council and planned the 'road policy', and, 
what was more, many military advisers and airmen were invited from 
Italy and Germany. It is said that during the five months between 
November 1933 and March 1934, nearly eighty aeroplanes were sold 
to China by the foreign Powers ; of these France sold eleven, Britain 
five, and America over fifty (according to the report of the Japanese 
Government in June 1934). 



CHINESE COMMUNIST MOVEMENT 367 

(6) Results of the Various Policies Adopted. What were the results 
of the policies executed with so much care ? In spite of careful prepara- 
tions the chains of blockhouses and the economic blockade were on the 
verge of failure due to the disputes among the warlords, the rising of 
the peasant soldiers in the various districts, and the penetration of the 
blockade by the communist forces. Finally, at the end of 1934, the com- 
munist forces broke through the economic blockade and moved in 
great numbers towards Szechwan. The reason for the comparatively 
easy movement of the Red forces lay in the non-co-operation among 
the various warlords and the support rendered to the communist troops 
by the local peasant forces. This is clear from the fact that the Bed 
Army made its movements by following the frontiers of the provinces. 
It may have been a success on the part of the government forces to have 
compelled the communist bandits to abandon their base in Kiangsi, 
but the very fact that they were unable to crush the enemy troops by 
trapping them may be interpreted as a great failure for the forces of 
the Nanking Government. 

Even in the political policy for the peasants many measures proved 
unreasonable. The construction of roads and blockhouses was accom- 
plished through the adoption of the corvee system ; the peasants who 
were unable to offer labour were forced to pay twenty (Msh per day. For 
example, of the 329 fortifications constructed in Yunghsin Hsien only 
15 blockhouses were built by the army. Besides the remaining 299 
blockhouses 15 trenches were built by the peasants. 

The application of the economic blockade, too, often lacked smooth- 
ness. This naturally caused an unreasonable rise in the price of com- 
modities and provoked the oppressed peasants, who were greatly 
inconvenienced by the return of the landowners after the restoration 
of land to the former owners. 

Contradictions began to arise in the political policy itself, and in the 
districts where normal conditions had been temporarily restored peace 
and order could no longer be maintained. Conditions are such that 
everywhere in the province of Kiangsi travelling into the remote 
regions is strictly prohibited. This situation is due to the fact that the 
life of the peasants is not stabilized, and that the agrarian policy of 
the Nanking Government is in striking contrast to that of the Soviet 
Government. 

PRESENT SITUATION OF THE CHINESE COMMUNIST 

PARTY'S ANTI-IMPERIALISM MOVEMENT 
At the Sixth Conference of the Chinese Communist Party, which was 
held at Moscow in July 1928, the two great tasks of the party were 



368 RECENT DEVELOPMENTS IN THE 

decided upon: (1) Drive out the Imperialists from China and complete 
a real unification of China. (2) By the democratic system abolish the 
private ownership of land by the landholding class and execute a 'land 
revolution ' so that the peasants may shatter the semi-feudalistic bonds 
in the existing land system. 

Thus, the anti-imperialism movement is not the only fundamental 
aim of the Chinese Communist Party. The combination of these two 
policies has varied greatly during the changing times that followed. 
During the revolution of 1925-7 the anti-imperialism movement 
advanced before the other ; later the two were again brought together by 
the Land Revolution ; and in the stages of the so-called 'Soviet Revolu- 
tion* the two were united in the Soviet Government. When the move- 
ment of the Chinese Communist Party entered the stage of the so-called 
'Soviet Revolution', the anti-imperialism movement became vitally 
connected with the struggle of the Chinese Communist Party and the 
Red Army against the Kuomintang Government. The strife intensified, 
and in sequence to various material developments many changes were 
brought about in the two policies of the Chinese Communist Party. 
This development became manifest particularly after the Manchurian 
Incident of 1931, and finally in 1935 it culminated in the epochal forma- 
tion of the so-called 'New Strategy*. The outstanding events which 
ensued were: (1) the transmission of the telegram for the 'Declaration 
of War Against Japan* ; (2) the transmission of the telegram relative 
to the 'Agreement for Joint Strategy Against Japan', and (3) the 
* Formation of the Northern Army against Japan*. 

Taking advantage of the anti-foreign atmosphere created by the 
Manchurian and Shanghai Incidents which followed, the Chinese Com- 
munist Party and the Chinese Soviet Government combined together 
the drives for anti-imperialism and the defence against the government 
forces. The aim of the Chinese Communist Party in executing this 
action was to utilize the anti-foreign atmosphere created throughout 
China as its weapon against the fifth drive of the Kuomintang. 

In January 1933, just before the large-scale fifth drive of the Kuomin- 
tang, the Chinese Communist Party and the Chinese Soviet Government 
telegraphed the 'Joint Manifesto for the Resistance against Japan*. 
This action was repeated in April, and the substance of the manifesto 
was as follows: 

'Under the following conditions the Red Army of China will enter into an 
agreement on the plan of campaign with any armed forces and prepare to 
confront the aggression of Japanese Imperialism. (1) Immediately cease the 
attacks upon the Soviet Areas. (2) Protect the democratic rights of the 
people (liberty of meeting, unions, speech, publication, and demonstration 
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and the release of those imprisoned on political offences. (3) Arm the people, 
form armed bodies of volunteers and thereby defend China, preserve its 
independence and territorial integrity and strive for the unification of China. ' 

In this way the Chinese Communist Party endeavoured to confront 
the fifth drive of the Kuomintang by forming an alliance with any 
armed forces regardless of whether they might be those of warlords. 
What reinforced this message was the establishment of the 'People's 
Revolutionary Government' in Fukien. As a result of this, the fifth 
drive of the Nanking Government had to be abandoned for some time. 

On July 15, 1934, when the fifth drive was in its second stage, the 
Chinese Communist Army issued the 'Manifesto for the Northward 
March of the Red Army of Workmen and Peasants', and after organi- 
zing a vanguard army for the anti-Japanese campaign to the north 
dispatched it with all possible speed. Simultaneously with this move, 
anti-foreign demonstrations called the 'People's Armed Self-Defence 
Movement ' were originated in Shanghai and in the other leading cities 
proposing the 'Fundamental Policy for the Chinese People's anti- 
Japanese Military Operations '. In answer to the call of the Communist 
Army in its anti-imperialism movement, extensive activities were begun 
in the various localities. These were the anti-imperialism activities of 
the Red Army during its stay in Kiangsi. The noteworthy characteristic 
of these movements is that the main activity of the Red Army at this 
time was to fight off the campaign of the Nanking Government ; in 
reality the anti-Japanese movement was of secondary importance. 
Directly after dispatching the army for the Northern Campaign against 
the Japanese, Chu Teh, the leader of the Red Army, during the course 
of his speech which stressed the urgency of repulsing the government 
forces, said: 

'The Red Army consisting of peasants and workmen is the only armed 
force to deliver China from the outrage of Japanese Imperialism. For this 
reason, our second task is to carry on direct military operations against 
Japan/ 

But in the so-called 'New Strategy ', which was made public in August 
1935, the mutual relation has been completely changed. 

Present Position of the Anti-Imperialism Movement. 

What is the 'New Strategy' ? 

Briefly $ is the method by which the Chinese Communist Party is 
trying to solve its problems through turning the spear-head of the anti- 
foreign movement towards Japan. Primarily, this measure is directed 
against Japan ; and secondly, the policy towards the Kuomintang will 
be decided therefrom. This is the change of policy of the Communist 

sb 
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Party based on the resolutions passed at the seventh congress of the 
Comintern. The new policy was made public on August 1, under the 
names of the People's Commissariat of the Soviet Government and 
the Central Committee of the Chinese Communist Party. 

The difference between this policy and the others is that all parties 
are to join and form a united front, for which purpose a proposal was 
made for the organization of a National Defence Government and the 
formation of a Confederate Army against Japan. Consequently, the 
party which formerly advocated the overthrow of the Kuomintang is 
now opposed to the dissolution by a foreign Power of the Kuomintang 
and the 'Blue Shirts' Organization' in North China. In this way the 
Communist Party is endeavouring to win the warlords and the finan- 
ciers in one division of the Kuomintang over to the National Defence 
Government. This may be interpreted as a great change indeed. 

Did this change lead to the abandonment of the initial political policy 
of the party ? The answer is in the negative the Chinese Communist 
Party adhered to its fundamental political policy ; the change merely 
indicates the development of the policy. Simultaneously with the 
change in its policy, the Chinese Communist Party has made partial 
modifications in the domain of the agrarian and the economic policies. 
That is to say, certain parts of the various conditions of the land 
reforms have been moderated. The reason for this is that for the 
Chinese Communist Party the struggle for the formation of the united 
front in the anti-imperialist movement is now all important. The party 
is thoroughly convinced that as long as it follows this line the other 
problems will either be solved of their own accord or else be easily 
realized. Wang Min (Chen Shao-yu), who was one of the central figures 
of the Chinese Communist Party attending the seventh congress of the 
Comintern, made a statement to the following effect: 

'It is necessary to believe firmly that under such conditions as exist in 
China of the present day, where there exists a Soviet regime in one part of its 
territory, the adoption of the tactics for the formation of the anti-imperialistic 
people's united front by no means weakens but rather consolidates the 
strength of the position of the Communist Party in its struggle for the future 
victory of the Soviet Revolution and the consolidation of the proletariat 
hegemony.' 1 

Again, in connexion with the Soviet Government and the National 
Defence Government whose task is to form a united front against 
imperialism, Wang Min has stated : 

'The policy of the National Defence Government is not only coincident 
with the duties of the Soviet Government. For this reason the Soviet Govern - 

1 Revolutionary Movement in the Colonies and the Tactic* of the Communist Party. 
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ment can and must set an example to the followers of the National Defence 
Government. But the Soviet Government has for its chief task the complete 
racial and social liberation of the Chinese, thus it will not be able to restrict 
its activity merely within the frame of the policy of the National Defence 
Government. For instance, in order to let the Agrarian Revolution develop, 
the Soviet Government will, as part of the constitution of the Agrarian 
Revolution and as its starting point, execute the National Defence Govern- 
ment's policy, by confiscating the land of traitors to the country and 
endeavour to distribute it to the people. At the same time the Soviet Govern- 
ment will abolish the feudal system of land possession and strive for the 
realization of the fundamental aim of the Communist Party.' 

Thus, simultaneously with its protection of the Communist Party's 
right to guide, the 'New Strategy' is making it possible for the Chinese 
Communist Party to win over the people gradually in its plan for the 
realization of the anti-imperialism movement and the land revolution. 

The essential point of the 'New Strategy ' is that the full force of the 
Chinese Communist Party against the so-called 'international imperial- 
ism ' is directed towards Japan. This situation is similar to that in 1925, 
when the spear-head of anti-imperialism was pointed at Britain. In the 
tactics of the Communist Party, the struggle which the Chinese Com- 
munist Party terms 'Resist Japan' is no different from the general 
anti-imperialism movement of the students, inhabitants of the cities, 
and the labourers. Secondly, there is the recent manifestation of the 
anti-Japanese movement created by agitators in the Kuomintang and 
a part of the capitalists and financiers ; and thirdly, there is the failure 
of the Government Army to exterminate the Reds in Kiangsi, thus 
permitting the main forces of the Red Army to proceed northward to 
Szechwan without suffering much loss. Having occupied a vast territory 
where no economic blockade and no chains of blockhouses exist, the Red 
Army, which moved towards the north, is now in a position to engage 
in any sort of warfare and take part in any revolutionary movement. 
This is indeed a great blow to the Nanking Government. 

The Chinese Communist Party is now forming a united front under 
such favourable circumstances ; how is the Nanking Government going 
to control this movement ? 

Student Movements. Since the close of 1935, even Chiang Kai-shek's 
instructions to the representatives of the schools have not been success- 
ful in preventing the development of student movements throughout 
China. In Peiping on December 9, 1935, the students of Tsinghua and 
Yenching Universities, who were angered by the resolution passed 
against self-government by the presidents of the universities in Peiping 
on December 8, visited Sung Cheh-yuan at Wanshoshan and held a 
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demonstration. Upon attempting to enter the city they were stopped 
by the police at one of the west gates. Within the city, six thousand 
secondary school and university students rose and finally overcame the 
patrols after much bloodshed and disorder. Then on December 16, 
eight thousand students, with those of the National Normal University 
acting as the pivot, commenced a demonstration after meeting in 
secrecy. From this movement was formed the Federation of the 
Students of Peiping consisting of representatives from more than thirty 
schools. The federation has mobilized the students and is doing its 
utmost to create an anti-Japanese atmosphere. 

In Tientsin, too, a student movement was formed, and in Shanghai 
students rose in co-operation with their fellows in North China. On 
December 19 the students of Futan University presented a petition to 
the Municipal Government. Furthermore, on December 23, with the 
students of Futan University in the central position, the 'Band of 
Petitioners for the Entrance of Students to Nanking' converted the 
North Station into the base of their activities. In sympathy with these, 
approximately two thousand students held a ' sympathy demonstration ' 
on the 24th. In Kaifeng (Honan Province), also, fourteen thousand 
students from thirty-eight schools, under the pretext of proceeding to 
Nanking to present a petition, held up the traffic by occupying the 
station and the passenger trains. Canton, too, was the scene of a student 
demonstration. On January 3 of the present year the students attacked 
the police and incurred ten casualties. On March 28, in order to form a 
unification of the student movements throughout China, the 'Prelimi- 
nary Organ for the Students' Federation for National Salvation' was 
formed, and a two-day struggle which followed produced ten casualties. 
With the nation-wide union of the students, the Student Movement is 
spreading over the country like wildfire, as if mocking at the powerless- 
ness of the Nanking Government ; needless to say, the Chinese Com- 
munist Party is its guiding influence. 

National Salvation Societies. Fanned either directly or indirectly by 
the Chinese Communist Party, anti-imperialism associations have begun 
to be formed in all parts of China in co-operation with this student 
movement. Particularly active among these is the National Cultural 
Salvation Association in Shanghai, which occupies the position of the 
highest guiding organ of the National Salvation Associations. The 
formation of this society was in co-operation with the student move- 
ment in Peiping. It began with the issuance on December 12, 1935, of 
the so-called 'Manifesto of National Salvation' which bore the signa- 
tures of more than two hundred and fifty intellectuals of Shanghai, 
including Communists, Social Democrats, Nationalists, and members of 



CHINESE COMMUNIST MOVEMENT 373 

the Kuomintang. But these personalities were all utilized to advantage 
by the Chinese Communist Party. This fact was revealed by the 'State- 
ment to the People ' which was published on February 11 by the Com- 
munist Party's Central Department of Propaganda. 

Furthermore, there exist the following in Shanghai: the Shanghai 
Women's National Salvation Union, the National Salvation Union of 
the Trade Unions of Shanghai, the Shanghai Workmen's National Salva- 
tion Union, the National Salvation Association of Primary School 
Teachers of Shanghai, the Shanghai Motion Picture Artists' National 
Salvation Association, the Shanghai Newspapermen's National Salva- 
tion Association, the Shanghai Young Artists' National Salvation Asso- 
ciation, and others. With these various associations, the aforementioned 
Shanghai Students' National Salvation Federation has joined to form 
the Shanghai National Salvation Federation of all classes of people. 1 

Union of the Chinese People's Revolution. The participation of some 
of the wealthy people may be observed in the National Cultural Salva- 
tion Association. Furthermore, in answer to the call of the Chinese 
Communist Party for co-operation in national defence, some of the 
military people, especially the 'anti-Chiang' group, are now endeavour- 
ing to form a united front with the Chinese Communist Party. Chen 
Ming-shu and Li Chi-shen, the chief leaders of the Fukien Independence 
Movement, and Tsai Ting-kai, Chu Shou-nien, Ong Chao-huan, and 
Chiang Kuang-nai, the dauntless generals of the Nineteenth Route 
Army, had either taken shelter in foreign countries or had made their 
abodes in Hongkong, Kwantung, and Kwangsi, where they continued 
their 'anti-Chiang' work. On the occasion of the fifth congress of the 
Kuomintang, which was held in November 1935, they telegraphed Tsou 
Lu, Feng Yu-hsiang, and Yen Hsi-shan, who were at that time in 
Nanking, and demanded : ( 1) that the Kuomintang abandon its arbitrary 
one-party rule, (2) the release of all those imprisoned for political 
offences, (3) the enforcement of the freedom of democracy, and (4) the 
establishment of a special organ to supervise the finances and national 
defence programme of the Government. 

However, they later followed the proposal of the Chinese Communist 
Party and formed the 'Union of the Chinese National Revolution'. 
With the publication of its journal, the Journal of National Salvation, 
the union is doing its utmost in persuading the Hu Han-min Party and 
the Kwangsi Party to join in forming a 'united front'. Thus, even 
influential men in the Kuomintang are now assenting to the proposal 
of the Chinese Communist Party. 

1 More recently, with the Shanghai Federation as a pivot, the All China National 
Salvation Federation has been organized. 
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The Communist Army in the North and the Campaign against it. The 
activities of the Communist Army which was dispatched to the north- 
western regions form a fundamental part of the ( New Strategy' of the 
party. By about June 1936 the main force of the Red Army was gradu- 
ally moving northward. The movements of the Red Army in the north 
are to play an important role in the formation of the united front 
against imperialism. With Szechwan, Hsikang, Kansu, and Shensi as 
the bases of their activities, the Red forces have raided Shansi and 
Suiyuan and are striving to form a united front by establishing commu- 
nication with the peasant forces and the defence troops of the rural 
communities which are scattered in the various regions. 

Against these Red forces the anti-communist forces in Shansi are at 
a loss as to when to strike a decisive blow. Among the national troops 
there are many who desert their ranks to join the Communist Party in 
opposition to the North China Autonomy Movement. 

In the face of these obstacles the anti-communist drive has shown 
exceedingly poor results, the poorest in the history of the anti-bandit 
campaign. It was said that the government forces succeeded in pre- 
venting the Red troops from entering Szechwan by the execution of 
Chiang Kai-shek's plan, but later developments proved that they did 
enter Szechwan. In September 1935 Chiang Kai-shek personally as- 
sumed command of the campaign against the Red bandits in the north- 
west and appointed Chiang Hsueh-liang as Vice-Commander-in-Chief. 
Then when the former North-east Army and the forces under Yu Hsueh- 
chung entered Shensi and Kansu the Red Army increased from nine 
divisions to eleven. The campaign was extremely unsuccessful. In the 
middle of September 1935 the 110th Division was completely defeated 
in the vicinity of Yenan, and the two brigades of the army of Yang Hu- 
cheng which were stationed in Paishui Hsien and two parties of each of 
the divisions under Feng Chin-tsai and Kao Kwei-tze were disarmed. 
In December Ching Yo-hsiu, the Commander of the 86th Division, 
committed suicide, and the Commander of the 180th Division died on 
the battle-field when his forces were suddenly attacked. Furthermore, 
one brigade of the army under Yu Hsueh-chung deserted to join the 
Red forces without fighting. This drive has been a decided failure for 
the national anti-bandit forces, and the reputation of the Government 
has suffered considerably. 

In addition to these developments in the north-west, there is the 
growth of the 'Federated anti- Japanese Army of the North-eastern 
Volunteers*. The so-called 'North-eastern People's Revolutionary 
Army* under the direction of the Chinese Communist Party has 
changed its name and affiliated itself to this Federated Army of Volun- 
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teers. The Chinese Communists in Manchoukuo are inferior both in 
number and power to those in China, but nevertheless they form a 
great obstacle to the growth of Manchoukuo. 

The anti-imperialism movement under the 'New Strategy* of the 
Chinese Communist Party is being steadily continued. As has been 
mentioned previously, the present anti-Japanese movement is not only 
the concentrated expression of the anti-imperialism movement, but also 
part of the drive against the Kuomintang, and it must be admitted 
that the situation brought about by such a state of affairs is extremely 
grave. 

In view of its ignominious failure to check the Red forces, Japan 
proposed to the Nanking Government a co-operative plan for defence 
against the sovietization of the north-west, and emphasized the vital 
fact that if swift measures were not executed it would be extremely 
difficult for the inhabitants of North China to be guaranteed safety. 
In truth, Japan's proposal was not merely for the sake of protecting 
the boundary of Manchoukuo and the safety of its people, but also for 
the preservation of the security of the eighty million inhabitants of 
North China. For the prevention of the sovietization of the north-west, 
the subjugation of the Red Army is essential from the military point of 
view, while, as a political measure, a policy for the rehabilitation of the 
rural communities is a vital necessity. 
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DEFINITION 

IN attempting to define the Chinese Reconstruction Movement it is 
best to proceed by considering in turn its origins, aims, and achieve- 
ments. Since the middle of the nineteenth century, Oriental self- 
governing States have been faced with the choice of spontaneously 
developing Western forms of organization or of accepting some form 
of Western control or domination. The efforts of China to make secure 
her position as a member of the first rather than of the second group 
constitute, in the broadest sense of the term, the work of 'reconstruc- 
tion*. Its definition must, therefore, include all those efforts, national 
or provincial, official or private, progressive or reactionary, which con- 
sciously aim at controlling or directing, according to some definite 
pattern, the conditions which have arisen out of the contact between 
China and the West. Reconstruction,* as thus defined, is not synony- 
mous with nationalism, modernization, or industrialism. These latter 
developments were, in varying degrees, the inevitable accompaniments 
of general world evolution and have determined, rather than been deter- 
mined by, the Reconstruction Movement itself, the distinguishing 
element of which, namely, conscious and deliberate promotion, was pro- 
vided by Dr. Sun Yat Sen, who established, however vaguely, a pattern 
for its future development and achievement. This pattern, suggested in 
his International Development of China, and further developed in the 
Three Principles of the People, was a reflection of the ideals and interests 
of those groups in China which had been brought about, and were 
chiefly influenced, by contact with Western nations. Sun Yat Sen's 
plans anticipated the growth of a nationalistic, democratic, and socialist 
state, to be brought into existence by means of a national revolution in 
three stages military unification, political tutelage, and, finally, con- 
stitutional government. Only in this broadest aspect, including his- 
torical, psychological, political, and economic factors, can the Recon- 
struction Movement be usefully considered. 

If the vision seen by Sun and his party in those early days had been 
realized according to plan, the task of providing a picture of Chinese 
reconstruction to-day would have been relatively simple. The trend of 
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development, however, was not as anticipated. The revolution up to 
1927 clarified social, political, and economic forces but resolved them in 
a totally unexpected manner. Much of what the urban idealists had 
hoped to achieve was not acceptable to the landlords or gentry, without 
whose assistance it could not be achieved. By the time that the National 
Government was well established at Nanking (1927-8), the grouping of 
interests within the Kuomintang, if the army be included, had taken a 
form which was little favourable to a development of the spirit of the 
revolution as conceived by Sun Yat Sen. It is true, however, that the 
Kuomintang reflected better than any previous government in China 
the various interests existing among the governing classes of China. 
The big industrial centres had failed, indeed, to obtain the dominating 
role for which they had been cast, but the great cities, like Shanghai, 
were now well represented in the Government. Meanwhile, the new 
Administration gradually acquired such confidence that, in spite of the 
war with the communists, it was able before long to declare the period 
of military unification at an end, and its various departments were free 
to launch upon plans for reconstruction. 

The enthusiasm of the period resulted in a multitude of theoretical 
plans which tended to overlap and suffered from their authors' ignor- 
ance of underlying facts as well as from an over-estimate of possibilities. 
Mr. Sun Fo's 'Outline of Reconstruction' of 1928 was, for example, an 
extravagant attempt to work out the details of his father's gigantic 
schemes for railway development. This plan alone would have required 
600 million dollars. Again, in 1929 the National Congress of the Kuo- 
mintang passed 'The Programme for National Reconstruction during 
the Period of Political Tutelage', one of the provisions of which was that 
half the national income from taxation should be used for economic 
reconstruction. This spirit of enthusiasm still prevailed in 1931, when 
the National People's Convention agreed to a six -year plan for railway 
construction, river conservancy, harbour development, the building of 
200,000 miles of roads, 50,000 miles of railways, national shipping lines, 
the establishment of basic industries, state aid for agriculture, and am- 
bitious schemes for the colonization of the North-West Provinces. 
Although little, if anything, was done to put this programme into 
practice, it is interesting as representing the aims and objectives of that 
period. The organization of the National Economic Council in the same 
year, 1931, and the beginning of close collaboration with the League of 
Nations, gave hope that centralized and scientific planning would yield 
tangible results. The early dreams of rapid industrialization and over- 
night change were visibly giving place to a more practical mood: 
science was supplementing enthusiasm. But international events were 
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to take place destined to change the whole course of the Reconstruction 
Movement. 

FACTORS MODIFYING RECONSTRUCTION 

Looking over the past five or six years, four factors appear as having 
largely determined the direction of reconstruction and of official policy 
in that respect. 

The Struggle with Communism. 

The first and most obvious result of the communist struggle has been 
to extend, in actual practice, the period of military unification which 
was supposed to have ended in 1928 with the formal establishment of 
the National Government in Nanking, for the period of political tute- 
lage, which was to be the next stage, can hardly be said to have begun 
so long as considerable armies are still in the field against the Chinese 
communists. Meanwhile, the immense drain upon the National 
Treasury caused by the anti-communist campaigns has diverted 
funds and effort from the more general tasks of national reconstruction. 
By 1933, however, the struggle with communism had itself produced an 
important change in the official view towards national reconstruction as 
a means of unification, for the fact that military methods alone were not 
sufficient to suppress communism had become evident. Social and 
economic reconstruction, said many government leaders, must be the 
condition, rather than the consequence, of unification a view which 
General Chiang himself apparently corroborated when he stated that 
the anti-communist campaign must in future be based on 70 per cent, 
political, and 30 per cent, military, methods. This statement must not 
be taken too literally, for the defeat of the Red armies was in actual 
fact due to a combination of economic blockade, the enforcement of the 
poo-chid 1 system, and military superiority. Still, the close relationship 
between the abolition of communism and economic reconstruction had 
at least been publicly recognized. Another lesson taught by the anti- 
communist struggle was that the agrarian question was the most im- 
portant question in China, since it became widely realized that the 
material for communism came mainly from agrarian unrest. The most 
effective policy, it was argued, with which to fight the Soviets, was 
rural rehabilitation. This policy was definitely reflected in the plans of 
the N.E.C. (National Economic Council) for 1934. In practice, it may 

1 The pao-chia system is a system of local self-government based on small units of 
10 homes (a chia) or of 100 (a poo). The householders elect leaders with administrative 
and minor judicial functions. The distinctive feature of the system is the guaranteeing 
by the whole unit of each of its members and joint responsibility for the misdeeds of an 
individual. 
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be observed, the agrarian changes which were eventually brought 
about were, as we shall see later, more in the political than in the eco- 
nomic field. Conversely, it was from the communist struggle that 
the Government learnt the importance of what is called 'organizing 
the people ' by the use of military methods. This was done largely by the 
pao-chia system, which had originally been enforced for purely military 
purposes. The effect of this was, unfortunately, to undermine the 
possibility of a serious attempt to develop local self-government. 

The Struggle with Japan. 

As a factor in shaping the course of reconstruction, the Sino- Japanese 
conflict has been no less important than the struggle with communism. 
The two are, indeed, linked, inasmuch as the former has intensified the 
latter. The Central Government, feeling that an unequal military 
struggle with Japan would open the country to both of its enemies at 
once, decided to avoid war with Japan and to throw its whole energies 
into the anti-communist campaign. But although the Central Govern- 
ment avoided open war with Japan if we except the Shanghai conflict 
and the Jehol episode Japan's aggression had economic effects which 
very materially affected the course of reconstruction. The loss of Man- 
churia, in particular, involved serious economic loss. The Shanghai 
war and the Jehol affair were costly in men, money, and materials, to 
say nothing of the general feeling of insecurity which it created in the 
financial world. The direct and indirect loss of revenue made necessary 
the raising of tariffs and taxes. As taxes go up, social unrest increases. 
This particularly affects the poorest peasants, who are compelled to 
sell their lands. More material is thus produced for communism, with 
the result that taxes have to be raised again to finance the battle with 
communism, and the vicious circle is complete. Furthermore, it is 
highly significant that Nanking drove the communists out of Kiangsi 
Province in 1934, the only year since 1931 during which Japan had not 
been actively aggressive. Thus, Japan is in a measure responsible for 
the persistence of the Chinese Soviets and for delay in getting to grips 
with the reconstruction problems. 

Another effect of the conflict with Japan has to do with the people's 
psychology. A natural tendency on the part of Nanking to encourage 
anti-Japanese feeling through the educational system, though useful at 
one time, perhaps, as a means of diverting public attention from a real 
neglect of social and economic reconstruction, has had effects on Chinese 
life which are likely to be lasting. The result has been that Chinese 
public opinion has come to regard national defence as of paramount im- 
portance in the task of reconstruction, and to believe that the growth of 
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a modernized army, supported by state-encouraged basic industries, is 
the only possible line of development if China is not to be extinguished 
as a nation. Coupled with this conviction is the feeling, born of their 
experience in the Manohurian dispute, that China must rely on her own 
efforts, that there is no deus ex machina, in the shape of a League of 
Nations, to defend her against her enemies. 

Preponderance of the Military. 

Out of the necessity of resistance to communism and to Japan there 
arises, then, what we may class as a third main factor influencing and 
diverting the course of reconstruction. This is the preponderance of the 
military. A fundamental cleavage between the civil and military 
elements had, indeed, already grown up in the early years of the revolu- 
tion ; it is no secret that in recent times, however much the forms of 
party or of national government might be observed, the ultimate 
authority has lain with the military. In the circumstances, it was 
almost inevitable for the army to become the first charge on the national 
budget, taking precedence of reconstruction schemes. 

Education, Scientific Knowledge, League Technical Co-operation. 

The last, but by no means the least, of the factors determining the 
direction of reconstruction is a composite one, including the spread of 
education, the growth of scientific knowledge, and the provision of tech- 
nical assistance from the League of Nations. In education, the im- 
portant development has been the increase in the number of citizens 
who pass through some part of the school system. There is now, as 
compared with a few years ago, a much more extended public opinion 
and a much larger reading public. The increase in the number and 
variety of newspapers, magazines, and academic periodicals is witness to 
this fact. That too much of this public opinion is irresponsible is, per- 
haps, as much an inevitable consequence of the educational system, 
which is only slowly being adapted to Chinese needs and circumstances, 
as of the rigorous censorship of the press, which keeps the nation ignor- 
ant of events in which it is vitally concerned. 

Public opinion gives momentum to the Reconstruction Movement 
and keeps it indigenous in character. China to-day is alive with the dis- 
cussion of her problems, and there is a body of criticism continually 
tending to speed up official action. In spite, too, of an insufficiency of 
technical and vocational schools, education is producing a great in- 
crease in the number of Chinese capable of drawing up and of executing 
scientific plans for the development of modern public services. The 
training of technical men has been, indeed, one of the most important 
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outcomes of the collaboration between the League of Nations and the 
N.E.C. The plans themselves, as drawn up to-day, differ considerably 
from those of only six years ago. Thanks to the excellent work of the 
Academia Sinica, the Geological Survey, and other research centres, the 
planning is now based on a far more adequate knowledge of facts and 
conditions in the country itself. The ignorance of the essential factors 
in the problems which characterized so much of the earlier schemes of 
reconstruction is now being rapidly corrected. In this respect a big 
change has come about since the beginning of the present decade. 

THE MACHINERY OF RECONSTRUCTION 
Government Bodies. 

1. The National Economic Council. By the establishment of the 
N.E.C. in 1931 the Government recognized the need for centralized 
planning, scientific methods of approach, and a trained technical staff. 
Up to 1931 it had been supposed that reconstruction could safely be 
left to the Executive Yuan, with its various ministries, and to a 
National Reconstruction Commission. The supposition might have been 
justified by events if co-ordination between the Commission and the 
five different ministries with responsibilities in economic affairs, namely 
the Ministries of Industry, Railways, Interior, Communications, and 
Finance, Had not been conspicuously absent. The situation described 
by Mr. T. V. Soong in his report, as Minister of Finance, for 1929, holds 
good for some years after that date. 'Reflecting on the widening 
requirements of the public,' he wrote, 'we have seen each department of 
the Government proposing its own pet projects, all of them involving 
huge expenditure. Doubtless many of these projects are in themselves 
sound, but they must be unrealizable because of the known lack of 
funds and the fact that they are not co-ordinated with the projects 
of other departments.' The decision, under these circumstances, to set 
up a National Economic Council, largely inspired by Mr. T. V. Soong 
himself, was a wise one. It is sound administrative practice, when the 
proper organs of government are not doing their work, to set up a body 
which will have the power to get things done. The N.E.C. originated 
among members of the Government who believed in unification by 
economic reconstruction rather than by force; General Chiang Kai- 
shek, it may be noted, was not included on the Standing Committee 
the supreme organ of the Council until December 8, 1933, that is 
to say, after the resignation of Mr. T. V. Soong from the Ministry of 
Finance. 

The actual decision to establish the N.E.C. was taken in May 1931, 
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i.e. before the Mukden incident of September 18, but the Council was 
not inaugurated until November of that year. Early hopes for the rapid 
development of the new institution were dashed by the loss of the 
Three Eastern Provinces and by the disastrous floods of the Yangtse, 
with the consequent loss of revenue and general dislocation of economic 
life. In spite of this, preliminary work went on and a number of League 
of Nations experts visited China to draw up reports after studying 
conditions in the country itself. It was not until after June 1933, how- 
ever, that the collaboration between China and the League took on a 
more formal aspect, in accordance with a decision by the Council of 
the League to send a liaison officer to Nanking. Meanwhile, Mr. T. V. 
Soong had arranged for the Wheat and Cotton Loan from America, the 
profits being applied to the N.E.C. which, up to this time, had had only 
4,550,000 yuan out of the National Exchequer. It was decided to appro- 
priate 15 million yuan from the sale of the wheat, for expenditure in 
1934. The Council was further strengthened by having added to its 
functions as an advisory or deliberative body the powers of a govern- 
ment agency for carrying out works. The Standing Committee at that 
time included the Prime Minister, Mr. Wang Ching-wei ; the Chairman 
of the Military Affairs Commission, General Chiang Kai-shek; the 
Minister of Finance, Mr. H. H. Kung ; the President of the Legislative 
Yuan, Mr. Sun Fo ; and Mr. T. V. Soong. The Council was composed of 
the Ministers of Interior, Finance, Railways, Communications, Indus- 
tries, Education, and co-opted members representing various interests 
or possessing special qualifications. The power to co-opt has been 
widely used, and the brains of China are in this way being brought into 
government service. 

The powers of the N.E.C. are comprehensive, though in practice 
limited by lack of funds. It plans, examines, and approves projects sub- 
mitted to it, determines expenditure, supervises and directs specified 
projects, and, through its four bureaux, executes certain special types of 
work. Thus, it is both a deliberative and an executive body. Of the 
autonomous commissions, composed of representatives of organized 
interests affiliated with it, the Silk and Cotton Commissions are per- 
haps the best known. Both have already yielded definite results, in 
the case of cotton by increasing, especially, the acreage under cultiva- 
tion and by improving the quality, and in the case of silk by rationaliz- 
ing production and marketing with government assistance. The steps 
already taken to restore silk, tea, and cotton to their former prosperity 
represent some of the best reconstructional activity in China to-day. 
For a government in China to Jiave at their disposal the men with 
sufficient technical training, power, and vision to undertake such work 
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is a new and very important development. It is true that action waited 
on ruin, but, having oome, it was apparently on the right lines. 

2. The National Reconstruction Commission. The N.E.C. is the best 
organized and most efficient part of the machinery of reconstruction. 
It overshadows the earlier National Reconstruction Commission, which 
has been reorganized several times and now does little more than con- 
trol quite efficiently about eight specific government projects. In 
personnel and functions the N.E.C. somewhat overlaps the Rural 
Rehabilitation Commission, which was established in May 1933. Its 
control stops short of various provincial and municipal Reconstruction 
Bureaux, which are not infrequently seen going their own way without 
apparently availing themselves, or perhaps being aware, of the mass of 
preparatory work in the form of studies, surveys, and reports made or 
collected by the N.E.C., the Rural Rehabilitation Commission, or other 
bodies. 

Administrative co-ordination between the central and provincial 
reconstruction machinery is indeed one of the weakest links in the 
machinery. It is even more pronounced when we come to consider 
independent bodies engaged in reconstruction work. In their case co- 
ordination and co-operation are often utterly lacking. There are over 
700 institutions for the study of agricultural problems, largely connected 
with independent bodies, such as universities and philanthropic organi- 
zations. Many of them are doing excellent work, experimental and other- 
wise, but the duplication of effort is a very serious defect. In the case of 
some of the social experiments conducted over a wide field, such as the 
well-known ones connected with the names of Mr. James Yen or of Mr. 
Liang Shu-ming, the Government or local authorities have, however, 
shown willingness to help and have tried to engage the services of the 
leaders in larger official schemes. The long experience of the China 
International Famine Relief Commission in farmers' co-operative 
schemes is also being turned to wider account, and its Secretary has 
been brought to Nanking as a member of the Department of Co-opera- 
tives in the Ministry of Industry. 

Independent Bodies. 

1. Banks: China Development Finance Corporation. Prominent 
among the independent bodies engaged in reconstruction work are the 
modern banks. These are developing an active interest in rural recon- 
struction as a whole and in co-operatives in particular. Their partici- 
pation is essential, but it might easily prove damaging to the future of 
the movement, if not properly controlled. Some experts fear, for in- 
stance, that credit co-operatives will merely become the middlemen of 



384 THE RECONSTRUCTION MOVEMENT IN CHINA 

the banks and the only benefit which the poorer farmers will derive in 
such circumstances will be the changing of his creditor. In the sphere 
of industry an important organ for reconstruction is the China Develop- 
ment Finance Corporation, which is run as a strictly business organiza- 
tion and aims at directing the flow of Chinese and foreign capital into 
new enterprises. Its formation is a sign of the increasing confidence in 
banking, as such, and of the recognition that there is little hope of 
securing the capital for industrial or other enterprises from the National 
Treasury. 

There are many other independent bodies, of less importance, which 
take a hand in reconstructional effort. Apart from lack of funds, it is 
not easy to perceive many common factors in the welter of experi- 
mental hsiens, welfare centres, model villages, committees, commissions, 
and bureaux for reconstruction which cover the whole country. But it 
must be remembered that the problems of China are essentially inter- 
related, and that all these organs, overlapping though they are in func- 
tions and personnel, represent no less than the scaffolding in the building 
of a new society, whose main outlines are becoming more and more 
apparent. 

The principle of state control over economic planning is now, in 
theory at least, generally accepted. Actually, the control exercised by 
the Government at Nanking is very far from complete, while state 
financial support of the central machinery for reconstruction is not 
sufficient to make economic planning a practical possibility. The Four- 
Year Plan of Chen Kung-po, the Minister of Industry, for the industriali- 
zation of the Yangtse Valley is a case in point. The Plan came to very 
little, owing to lack of funds. The Minister thereupon turned to another, 
less costly method, namely the granting of monopoly rights. A mono- 
poly was given to the Chinese Alcohol Distillery Company, in which 
the Ministry of Industries has financial interests, for the manufacture of 
alcohol in Kiangsu, Chekiang, and Anhwei, on the grounds that single 
control is necessary to avoid the common cycle of industrial development, 
speculative boom, over-competition, and decline. The Minister stated 
that he was applying the principles of controlled economy on trial. 
In the Four-Year Plan itself the principle was adopted that heavy 
industries should be operated by the state and light industries by private 
enterprise. Heavy industry requires large capital, which is beyond 
the means of Chinese investors, and must therefore be left to the 
state, while light industry can, it is maintained, be developed without 
the introduction of state monopolies if private enterprise is encouraged 
by protective tariffs, helped by currency reform, and made subject to 
an adequate degree of official control both in regard to production and 
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marketing. But although a few guiding principles have thus been laid 
down, the whole issue of the relationship between the state and industry 
stands in need of clarification both as to theory and as tfo practice. 

DUALISM IN ECONOMIC PLANNING 

Chinese reconstruction, in the picture which has been drawn of it up 
to the present, includes a mass of facts, schemes, changes, and develop- 
ments moulded roughly by the four important influences referred to 
above under 'Factors Modifying Reconstruction'. The machinery for 
state action exists, we have seen, in embryo, but is stunted for lack 
of funds ; meanwhile, independent or semi-independent bodies are en- 
gaged in activities which contribute in varying degrees to the general 
movement. 

In spite of much development there remains a striking gap between 
theory and practice and much pulling in opposite directions. There 
have been prodigious obstacles floods and famines, the world economic 
depression, the silver imbroglio, losses of territory, and civil war. Are 
these obstacles sufficient explanation of the disorganization which is 
often so apparent one department of the Government working against 
another, some provinces combining to build a joint system of highways, 
other provinces aiming at economic self-sufficiency ? Do they explain 
why the burden of large armies cannot be lightened, or why known 
remedies are not applied to the agrarian situation ? Or are there diffi- 
culties in the way of reconstruction upon an agreed national basis of a 
different kind, which we must take into consideration ? 

Undoubtedly, one can see in the effort at reconstruction a broad sense 
of direction, but this is true only in the widest sense, and there is ample 
evidence of a great divergency of aim among the various elements in the 
country which are active agents in the movement. The key to this 
situation is to be found, it is suggested, in the social and economic com- 
position of the Nanking and Provincial Governments. 

Social-Economic Basis of the National Government. 

There appear to be three main divisions in the Nanking Government. 
There are the rural landlords and gentry who, since the fall of the Man- 
chu Empire, have dominated the agrarian scene, and, under the present 
system, are an essential element in the working of China's rural economy. 
Then there are what might be called the bourgeois interests, including 
the banks, industrialists, and rich merchants. Finally, there is the army, 
which binds the first two together and is itself financially dependent 
upon the one for the collection of land taxes, and upon the other for 
loans, as well as the maintenance of essential imports from abroad. The 

oo 
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landlords and the bourgeois interests, in turn, depend on the army for 
the preservation of law and order. 

The revenues of the Central Government are largely dependent on the 
industrial, commercial, and financial elements, while the Provincial 
Governments draw as much as half their income from the land, in the 
shape of land taxes. As so much of the army is on a provincial footing, 
it is easy to see that the army's connexion with the agrarian system is 
fundamental. At the same time, it has to be careful to avoid policies 
and action that would seriously interfere with the sources of the national 
revenue, that is, with the banks (which carry 50 per cent, of the internal 
loans), with the Customs, the currency system, and with the general 
industrial economy. 

Conflicting Policies. 

This situation, though open to the criticism of over-simplification, 
throws considerable light on apparent contradictions in the Reconstruc- 
tion Movement. Two divergent sets of interests are involved. The one 
is a combination of the army and the rural landlords and gentry, a bloc 
which is strongest in the provinces but is also, through the army, well 
represented in Nanking. The other consists of the bourgeois interests 
which are, broadly speaking, anti-militarist, though depending on the 
military to preserve internal law and order. They, too, are well repre- 
sented in the National Government, but have comparatively little 
influence in the provinces, except in a few big cities. Conflicts of policy 
in the Government and the provinces reflect this antagonism between 
the two groups. In party affairs this difference emerges as a struggle for 
civil control over the military. It is no secret that the military has 
usually dictated all important policies. Nor must it be forgotten that 
in the reorganization of the Government in November 1935, General 
Chiang emerged with more civil than military positions. 

Military-Agrarian State. The first of the two groups apparently aims 
at building up something in the nature of a military-agrarian state, 
though at the same time it lends its support to the development of 
industrialism for certain purposes. The members of this group include 
those who naturally incline to paternal government, together with 
others of a more authoritarian frame of mind often admirers of Musso- 
lini and Hitler. For them the Reconstruction Movement has two main 
objects. Fearing communism, they seek to strengthen those classes 
that have the most to fear from communism. Fearing the extension of 
Japanese aggression, they are anxious to develop a modern army, for 
which purpose it is necessary to encourage industry, especially the basic 
industries. It is partly through the influence of this group that military 
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expenditure consumes so high a proportion of the national and provin- 
cial revenues, that military training has been extended to schools, and 
that the position of officers and higher ranks in the army has been 
raised in the social scale. 

It is in method, even more than in aim, that the two groups differ. 
The methods of the 'military' group may be described as authoritarian. 
The quickest route to reconstruction, they maintain, is military unifica- 
tion and political control from above. The peasant is assumed to have 
insufficient initiative and understanding of his own problems ; therefore 
he must be led along a course prescribed for him. The popular catch-word 
"organization of the people' implies an extension of military dis- 
cipline as an anti-communist measure. This process of military organi- 
zation is extended to all aspects of rural life, for magistrates and local 
government officials are, to an increasing extent, being trained in 
special schools where they are taught how to 'organize' the people 
under their jurisdiction. In provincial administration the attempt to 
exercise civil control through the committee system has been practically 
given up ; the committees have given way to governors who represent 
the military system. The militarization of the police is going ahead, 
and in many places the policeman has risen to equal status with the 
soldier. The hand of authority lies on schools and universities, where 
the wearing of uniform is often compulsory, military training is en- 
couraged, and government propaganda finds an easy outlet. The 
authoritarian group view academic freedom with alarm and combat the 
public discussion of alternative systems of government. Public opinion 
is a thing to be manufactured and controlled through a heavily censored 
press. 

Bourgeois Democratic State. The second group, which is typified on 
the political side by the left-wing Kuomintang, shares many of the aims 
of the first, being, in varying degrees, anti-Japanese and anti-com- 
munist. Embracing, as it does, many widely separate interests impor- 
ters and exporters, industrialists and merchants, modern banks and 
native banks the group is by no means unanimous on all issues ; it is, 
however, united in preferring civil to military control, and in the de- 
mand for sound currency and general financial reform, the sanctity of 
investments, and a clear field for industrialization. 

The leading exponent of the methods of this group is the N.E.C. This 
latter supported herein by large sections of the intelligentsia favours 
national economic planning, in order to operate and finance the develop- 
ment of heavy industry, to direct and control the growth of light indus- 
try, and to bring about those measures, such as currency reform, tariff 
policy, exploitation of natural resources, reform of taxation, and the 
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like, which they consider to be necessary both for the promotion of 
industry and for the revival of agriculture. Like the army group they 
start, therefore, from the ' authoritarian ' point of view. But they believe 
far more strongly that the surest foundation for national revival lies 
in education and in securing the co-operation, rather than the obedience, 
of the people. This does not mean, in practice, that the industrial 
worker receives more liberal treatment than the heavily disciplined 
peasant. Control of the industrial worker through government unions is 
no less complete than military control of the peasant, the chief distinc- 
tion being that the former are not subject to forced labour. Where the 
industrialists and bankers differ from the landlords and military element 
is that they have a more direct economic motive in increasing agricul- 
tural productivity and the purchasing power of the peasants. To obtain 
this result requires the spread of education, since dissemination of 
knowledge of modern methods of crop improvement, fertilizing, seed 
selection, and co-operative organizations is only possible among a more 
or less literate peasantry. 

Both groups are thus closely interested in agrarian prosperity, but 
from varying points of view, the one being primarily interested in 
bringing about a rise in the farmer's earnings in order that his buying 
capacity may be greater, the other being more concerned to increase the 
yield of the land tax. 

AIMS AND RESULTS OF AGRARIAN, SOCIAL, AND 

INDUSTRIAL POLICIES 
Agrarian Policy. 

Government programme. The general lines of the Government's 
approach to the agrarian problem were first indicated when the Rehabi- 
litation Committee was set up in April 1933 to conduct research and 
investigations and to co-ordinate the activities of the various public 
and private agricultural organizations throughout the country. This 
body initiated the National Agricultural Research Bureau, under the 
Ministry of Industries, which began wort in June 1933. The banks were 
becoming interested, and the Four Provinces Bank was reorganized into 
an agricultural bank to provide credit to farmers at lower rates of 
interest. Smaller agricultural banks also began to spring up. At the 
same time the N.E.C. initiated the programme for rural rehabilitation 
in Kiangsi and in the North-west, where the agricultural situation was 
particularly acute a further indication of the concern felt by the 
authorities about 'rural decay'. 

These were promising beginnings. The general nature of the problem 
was almost for the first time being studied and discussed with adequate 
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knowledge of the facts, for by this time the body of quiet research work 
was beginning to have appreciable effect on planning. Reports sub- 
mitted by Chinese and League of Nations technical advisers analysed 
the factors in the agrarian situation and drew attention to four principal 
drawbacks: (1) the low output of Chinese agriculture ; (2) the high cost 
of credit ; (3) the burden of taxation (especially of the land tax sur- 
charges), and (4) the uneconomic system of land tenure. The facts in 
regard to these points are stated in the report of the Technical Agent 
of the Council of the League of Nations on his mission to China (April 
1934), and in Mr. R. H. Tawney's Land and Labour in China. It is not 
necessary to repeat them here. It is interesting to observe, however, 
that in the work of reconstruction the most important practical measures 
have been directed towards the first point on the list, that is, towards 
increasing agricultural production, most of the effort in this connexion 
being on the technical side. This work is already having effect. But in 
some provinces the surcharges on the land tax, as pointed out in N.E.C. 
reports, date from 1927, the year of the birth of the present Nanking 
Government, so it is very doubtful whether the peasant could have 
derived advantage from any increase in productivity. This includes the 
tenant, to whom taxes have a way of being passed on in the form of rent. 

As to the second point the high cost of credit the authorities have, 
as already mentioned, taken certain remedial action, such as the estab- 
lishment of agricultural banks. The value of this development is some- 
what modified by the fact that the banks show a tendency to use credit 
co-operatives as a kind of middleman between themselves and the 
farmers. Marketing and buying co-operatives are perhaps of greater 
importance, although here, too, there is need for effective measures by 
the state to ensure that the movement benefits those who need help 
most. In theory, at all events, the setting up of co-operatives is the 
most effective way to eliminate village usury and thereby make possible 
an increase in agricultural production. There is great confidence in 
this movement among the Chinese intelligentsia, and its momentum 
has been sufficient to bring together a National Co-operative Conference, 
founded in March 1935. Much benefit should derive from the establish- 
ment, recommended by the Conference, of a co-operative department 
in the Ministry of Industry, of a Central Co-operative Bank with 
branches in the provinces and districts, and of a system of general co- 
ordination under central government control. 

The possibilities of co-operation in China, as well as its dangers, have 
been very adequately discussed in Mr. C. F. Strickland's report to the 
Universities China Committee 1 . With his conclusions in mind, one is 

1 Mr. C. F. Strickland was appointed by the Universities China Committee, under its 
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tempted to ask whether the movement can be expected to overcome the 
social obstacles in its path. It is pointed out, for example, that at 
present the rural landlords, merchants, officials, and gentry constitute 
the only body capable of financing the peasant, there being no pro- 
fessional class of money-lenders as such. These same landlords, mer- 
chants, and officials are strongly represented in provincial, and even in 
the central, governments, where they are naturally inclined to defend 
their own interests. The consequences can be seen in such cases as those 
of certain provincial co-operative committees, who are reputed to 
absorb as much as two dollars for every one dollar loaned to the farmer. 
It is early as yet to pass judgement, but at present there appears to be 
a lack of sufficient safeguards ensuring that the guidance of the co- 
operative movement shall be both effective and disinterested, a condi- 
tion which is made the more necessary by the illiteracy of the farmer 
himself. 

On the third factor in the analysis of the agrarian situation given in 
League reports, the question of taxation, our two groups come definitely 
into conflict. The 'military ' group, depending as it does on provincial as 
well as national revenues, is naturally interested in keeping land taxes 
high, while the 'civilian 5 group desires to relieve the peasant from his 
excessive tax burdens. The high level of taxation is partly due to the 
tax evasion on the part of certain classes in the rural areas, i.e. the land- 
lords, officials, merchants, and gentry, who avoid paying their full share 
of the land tax. This is facilitated by their connexions with the land-tax 
collecting machinery. It is an indication of the extent of the evil that, 
when the National Government first came into power, of the assessed 
land tax in one province the authorities were receiving over 80 per cent., 
whereas at the present time they are receiving only a little over 50 per 
cent. The explanation probably is that high taxes have forced peasants 
to sell their lands, which have then been bought by those who do not 
pay taxes. 

In regard to indirect taxation generally the position has markedly 
improved in recent years, centralization under the Ministry of Finance 
having produced such good results as to warrant a statement in a recent 
report by the British Commercial Counsellor in China that 'compara- 
tively few complaints are now heard from foreign traders of exorbitant 
local taxation in areas directly under the control of the central authori- 
ties '. The land tax is, however, an exception and a problem of the first 
order. Independent militarists, it is true, no longer collect land taxes 

lectureship scheme, to spend a year in China in 1934-5 for the purpose of lecturing, 
and giving technical advice, upon the co-dperative movement. A summary of his report 
was printed in the North China Herald, Shanghai, March 4, 1936. 
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twenty or more years in advance, but the incidence of the tax is 
arbitrary and often extremely oppressive. The solution of the problem 
can hardly come about except as the result of revolutionary changes in 
the whole agrarian situation. 

The fourth factor, namely, the uneconomic system of land tenure, 
represents another difficulty which cannot be solved merely by means 
of legislation. The tenant system is increasing in China, while the small- 
ness of individual holdings, usually in scattered bits, militates against 
high per capita production. There is some talk of introducing collective 
farming, but responsible opinion appears to be against this on technical 
grounds. It is difficult to conceive of any method of radically improving 
the land-tenure system that would not involve considerable social up- 
heaval. Some would answer that no solution could provoke worse 
unrest than do the present conditions themselves. A Land Act already 
on the Statute Book, which it is within the competence of the Ministry 
of Industry to enforce, gives to provincial governments the right of 
expropriation, fixes rents at 37 \ per cent, of the produce, gives reason- 
able security to the tenant, and is generally framed with the aim of 
changing China into a tiation of small owner-farmers with compact 
farms. The attempts to enforce it have not, however, been encouraging. 
The powers of expropriation have, indeed, been effectively used, but in 
connexion principally with road building, when it is only too often the 
small and uninfluential landowner who sees his land expropriated. In 
Kiangsi, after the expulsion of the communists, the Government was 
strongly urged by its expert advisers to effect radical changes in the 
system of land tenure, but the opportunity was not taken. In certain 
cases, according to reliable observers, the communists' redistribution of 
land was accepted and perpetuated, but over the greater area the status 
quo ante in regard to holdings was restored by the authorities. 

Communist Agrarian Policy. To the communists the land-tenure 
question was an essential part of their whole revolutionary system. 
Their first act was the forcible 'liquidation' of the existing local 
government officials, landlords non-cultivators , gentry, and rich 
merchants. These obstacles removed, the land was divided, but not 
nationalized, the poorest farmers receiving good land, the rich farmers 
bad. Under the communist regime the changes are made permanent by 
the establishment of village, district, and provincial Soviets ; elections 
are arranged in such a way as to ensure that agricultural labourers are 
most strongly represented, the political sense of the peasantry is aroused 
by propaganda, organization, and participation in local affairs. Tolera- 
tion of private trading ensures the allegiance of the small merchants, 
while the encouragement given to co-operative societies affords the state 
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control of prices. By factory Soviets the industrial workers are given 
considerable power. It is claimed that during the four years of Soviet 
government in Kiangsi agricultural production was increased, and the 
record of those four years seems to lend colour to the claim. Certainly 
the looting that undeniably went on could not have been sufficient to 
feed a large population plus an army constantly in the field. Any 
ordinary provincial army would have eaten up all the resources of the 
area in six months. The communists, therefore, arrived at a definite 
solution to the agrarian problem, which achieved some measure of 
success, for their redistribution of land hi Kiangsi has been accepted 
by the Nanking Government. But their policy of forcibly removing 
large sections of the population is naturally not subscribed to by 
their opponents. 

General Chiang Kai-shek's Statement on Land Policy. In a message to 
the Kuomintang General Chiang has expounded what may be regarded 
as the land policy of the ' military ' element. The Generalissimo declared 
the equalization of land-ownership to be the settled policy of the party, 
the ultimate object being to give land to all tillers of the soil. Private 
ownership should, he said, be recognized and protected subject to two 
restrictions: (1) that landowners must give all persons in the village 
capable of tilling the soil an opportunity to work on their farms, and 
(2) that the maximum holdings are to be restricted, those holding land 
in excess of a certain limit to be subjected to graduated taxes. Revenues 
derived from these taxes are to be devoted to financing agricultural 
enterprises. These measures are expected to induce the landowner 'to 
invest his capital in other than agricultural enterprises ' and to ensure 
that those capable of tilling the soil have land to cultivate. Land- 
owners, owner-farmers, and tenants are to be encouraged to form 'co- 
operative' societies for the exploitation of the land. These societies 
will have priority in acquiring land for sale. The purchase of land by 
them will be made through loans from the banks. Redistribution of 
land will be determined by the societies themselves ' according to the 
needs ' of their members, and ultimately * co-operation and collective 
farming may be finally attained '. 

This somewhat idyllic picture represents the army's contribution 
to the solution of agrarian problems, especially in Kiangsi. In consider- 
ing the chances of its success in practice, it is necessary to remember 
that the 'co-operatives' which figure so prominently in the scheme are, 
according to reliable observers, usually in the hands of the landlords, 
and that all are forced to belong. The proposals are not of a nature to 
effect any of the radical reforms considered necessary by even the 
most conservative advisers, and some of the features, such as the 
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appointment of an official Government Organizer to each ' co-operative ', 
give grounds to suspect that the political aspects of the scheme are kept 
more in view by the Government than the economic. The tendency to 
find political solutions for economic problems is, indeed, the hall mark 
of the military party, while the other group, quite naturally, turns to 
economic solutions for political problems. 

Reconstruction in Practice. 

Kiangsi Province Experiment. For an example of reconstruction 
work in practice we may well turn to the Province of Kiangsi, for what 
is being done there may serve as a good guide to future developments 
in China. Kiangsi Province was not freely chosen as a theatre for 
experiment; the choice was forced on the Government by military 
necessity. The achievements of the communists while in control of 
large parts of the province were a direct challenge. The 'Reds' had 
been finally defeated by superior arms and numbers, by an effective 
blockade, and by the organization of the people along military lines on 
the pao-chia system, coupled with the removal of some of the grosser 
military abuses, such as forced labour, undisciplined troops, and the 
commandeering of provisions. In 1934 the Red armies broke through 
the cordon and left the province to be reoccupied by the government 
forces. 

Thus the Government had a clear field for action. Its general policy, 
dominated by the views of the military section, took the line of using 
all available resources for creating a strong military organization in the 
province. The provincial administration which was set up is military 
in spirit and structure. Below the governor there are nine super- 
magistrates, each of whom controls about nine hsien. The hsien, each 
under a magistrate, are divided into about ten ch'u, or districts, each of 
which is under a ch'u chang (i.e. a ch'u official), who is appointed from 
above and carries out the orders of the hsien magistrate. It is only at 
the next point in the scale that the representative principle comes into 
play, namely in the organization of the poo and chia, the leaders of 
which are popularly elected. These leaders take orders from the ctiu 
chang. 

The personnel is put through a course of training at Nanchang in a 
Magistrates' Training School, which gives a two months' course to 
magistrates, their subordinate staff, and the ctiu chang. Out of about 
250 attending the school, over two-thirds are men who already hold 
office. The heads of the school one of whom is a super-magistrate and 
an avowed admirer of Mussolini and Hitler emphasize the importance 
of military training, which occupies 20 per cent, of the time of the 
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students. The aim of this institution is to make the magistrate an 
officer capable of 'organizing ' the people, and the ch'u chang who was 
formerly elected by the people, but is now appointed by the Government 
his obedient subordinate. 

The military discipline which has thus been introduced into the civil 
administration has been extended to the police. This has raised 
their status to such an extent that it is no uncommon thing for a 
policeman to reprove a soldier who has publicly maltreated one of the 
people an act which would have been almost unbelievable only a few 
years ago. The army, too, is better disciplined than before, graduates 
of the Central Military Academy being now numerous enough in the 
officer ranks to make their influence felt in this direction. The flower of 
the army, it may be mentioned in passing, is the growing body of young 
air-pilots who are drawn from well-to-do families and can be trusted by 
the Government in its struggle with communism. The great flying- 
fields of Nanchang and Nancheng, built largely by the forced labour 
of the peasantry, are the centres upon which the Government relies for 
maintaining its control of the province. 

To establish centralized authority over the population of a province 
of China requires the use of propaganda. The obstacles to the creation 
of the new militaristic system lie very largely in illiteracy, ignorance, 
and impoverishment, and in a general mistrust of government as such. 
To meet this situation, government propaganda spreads out from the 
capital at Nanchang to the most recently recaptured areas. In the 
capital itself the Bureau of Education has completed a one-year scheme 
of civic training by which one representative of every family under- 
goes a three-months' course of instruction. Every Sunday morning, for 
three hours, citizens are gathered together in several groups of three or 
four hundred each, and given instruction in elementary rules of conduct, 
the duties of citizenship, community singing, which includes the party 
and national songs, and military training. The type of instruction 
given in the recaptured areas differs a little from that given in the 
capital. The so-called 'special type' education, financed by British 
Boxer Indemnity Funds, is considered more suitable for rural districts. 
Schools called 'Chung Shan (i.e. Sun Yat Sen) People's Schools' are set 
up to 'change the minds of the people' to change them, that is, from 
communism to loyalty to the San Min Chu /, to the New Life Move- 
ment, and to acceptance of the new form of government. Men, women, 
and children are included. The slogan of the teachers is 'to instruct, 
elevate and protect', but there is little emphasis in practice on literacy 
or on any other of the things calculated to effect a direct improvement 
in the economic condition of the people. 
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In their reconstruction work the provincial authorities, using what 
is called the 'vertical method', have built, by the employment of forced, 
unpaid labour, hundreds of miles of roads and dykes and nearly two 
hundred playgrounds and parks, some of the latter of not very obvious 
utility to the community. One of their more important achievements 
has been the creation of about one hundred Young Farmers' Moral 
Endeavour Societies, having as their declared aim 'morality, knowledge, 
physical development, and community life '. Although great enthusiasm 
is displayed in all this work by the officials concerned, it must be realized 
that everything, from the building of roads to the provision of public 
tea-houses, is done by compulsory methods. The cost to the Govern- 
ment is small; the cost to the people cannot be measured. It is true 
that relief has come from other directions, in that some of the surtaxes 
on land have been removed, the deficit in provincial revenues being 
made up by a subsidy from Nanking, and that the farmer, if he has 
security, can obtain loans at a slightly more reasonable rate of interest, 
but such relief is not on a scale to improve things very materially. 

Besides the provincial authorities, the other directing influence in 
Kiangsi is the N.E.C. It makes itself felt in two ways. Firstly, it has 
been active in establishing or reorganizing using a million and a half 
of its funds for the purpose four provincial bureaux, dealing with 
education, health, agriculture, and co-operatives, which are placed 
under the provincial authorities. Secondly, on the suggestion of one of 
the League experts, ten Welfare Centres have been established which 
are intended to work in the same fields of social reform as are covered 
by the bureaux, the head of each department in the individual centres 
being provided, and financed, by the corresponding bureau of the 
provincial government. Eventually, it is hoped that the latter will take 
over the current expenses of the centres. 

The technical progress of the Welfare Centres is perhaps less impor- 
tant than their methods and relationship to the local authorities. From 
the point of view of the provincial authorities the N.E.C. is an outside 
organization, staffed mainly by American-trained non-Kiangsi men and 
financed from external sources, which aims at creating, or taking over, 
many of the functions of government in the province, and at training a 
provincial Civil Service. Its methods do not imply the use of forced 
labour, or, generally speaking, of other methods of compulsion. It tries 
to fill the stomachs, rather than mould the minds, of the people ; it 
works by the slow and unspectacular process of education, demonstra- 
tion, and research, and is suspicious of 'hothouse' progress. It may 
create a new centre of hsien life. At the same time the N.E.C. depends 
ultimately for its success on the goodwill and support of the local 
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authorities. It cannot at present be said that it is receiving the measure 
of sympathetic support from local officialdom which is necessary to 
full working efficiency. A willingness to wait and see is probably the 
best that can be hoped for in practice from the magistrates, though 
there is evidence of readier co-operation with the N.E.C. on the part of 
the poo and chia leaders. It is essential that co-operation should 
develop between the N.E.C. and the provincial authorities. The prob- 
lem is to graft the work of the former on to the existing military 
organization without destroying its character. 

Here, then, in Kiangsi, is the living structure of reconstruction. It 
reveals the contrast between the two groups more sharply than in the 
case of Nanking. There they overlap or stand side by side ; in Kiangsi 
they meet face to face. 

Communications. It may be contended that the conflict of principle 
between the two elements has been exaggerated and that the military- 
landlord group is, in actual fact, no less anxious than the N.E.C. to 
introduce modern methods, but, being more alive to practical obstacles, 
is engaged in preparing the political ground necessary for reconstruction. 
It is quite true that the heads of the military hierarchy are in intimate 
contact with the banking and 'bourgeois' interests, and are not anti- 
capitalist in the sense in which the description can be applied to the 
military faction in Japan. But while their connexion with the agrarian 
interests is fundamental, their connexion with the bourgeois is often 
opportunist. The N.E.C. was not their creation, and it has had to 
depend for funds largely on money indirectly loaned from abroad, 
while the army has continued to monopolize the national financial 
resources. The agrarian policy of the 'militarists' differs profoundly, 
as we have seen, from that of the N.E.C. experts. In the matter of 
communications it is obvious that military necessity, rightly or wrongly, 
has determined plans of construction. To quote from the report of the 
British Commercial Counsellor: 

'Military and strategic, rather than economic, reasons have prompted most 
of this [roads] development. . . . Undertaken often with the assistance of 
forced labour [the corvee system has been instituted in sixteen provinces], 
built on land which has been in many cases confiscated from the peasant 
owners without compensation, and along routes already served by railways or 
waterways, their use forbidden, in some cases, to barrows and carts carrying 
produce, and allowed only to motor-bus companies which have purchased a 
monopoly, there is no doubt that the immediate result of their construction 
has been to place further burdens on local industry and agriculture.' 

As for railways, the changes made, in regard to control and rehabilita- 
tion have undoubtedly been for the better. Old lines have been im- 
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proved and new ones constructed. But here again, to quote from the 
same report, much of the new construction has been based on considera- 
tions more immediately political and strategic than economic. 

Social Policy. 

If there remains any doubt about the direction in which the influence 
of the military is exerted in reconstruction, it is perhaps sufficient to 
point out that their authority in Kiangsi has obviously not been used, 
as it could have been, to induce the provincial government to give 
their moral support to the N.E.C. Welfare Centres, or at least to refrain 
from open competition with them. Rightly or wrongly, they have been 
more concerned to bring about a return to the old traditional order 
a tendency which has shown itself in the attempted revival of Con- 
fucianism, and to a certain extent, in the doctrines of the New Life 
Movement. 

The New Life Movement. The New Life Movement was actually born 
in Kiangsi Province, where it was promulgated by General Chiang him- 
self. Although named the 'New Life' Movement, it is primarily con- 
cerned with the revival of the old Chinese virtues. Its avowed aims are 
the social regeneration of China, the creation and development of a 
'new national consciousness and mass psychology', but it is built up on 
the belief that it is the decay of the four ancient virtues of etiquette, 
justice, integrity, and conscientiousness which is responsible for the 
present ills of China, including social disorder and impoverishment. 
To correct national failings, the 'ordinary processes of education and 
governance ' are not enough ; there must be a change of habits. By 
propaganda, backed with a certain degree of compulsion, great changes 
in the habits of the citizens have unquestionably been effected. As 
compared with a few years ago the streets of Nanchang present a more 
orderly scene, there is no smoking in public places, and officials wear 
simple and inexpensive clothes. A 'democratic' spirit is being encour- 
aged by such varied means as taxing the feasts of officialdom and 
forcing ricksha coolies to button up their coats. 'By observing the four 
virtues, it is hoped that beggary and robbery will be done away with 
and that officials will be honest and patriotic, that corruption will cease 
and the people pursue more productive enterprises.' The economic 
aims of the New Life Movement are officially explained as follows : 

'The poverty of our nation is primarily caused by the fact that there are 
too many consumers and too few producers. Consequently, many people 
have to live like parasites. To remedy this we have to emphasize the four 
virtues and we have to make people work harder and spend less and the 
officials be honest. This was the secret of the success of the ancient 
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Kingdoms of Ch'i and Ch'u. It is also the primary cause of the strength of 
present-day Italy and Germany.' 

The last words are not without their significance when we read that the 
aims of the movement are also to make the people more 'military 
minded', to 'develop the patriotic and fighting spirit of the people', to 
'pacify the interior and resist external aggression', in order to do all 
which it is necessary to 'rely on force '. The debt to German and Italian 
Fascism is apparent. 

Revival of Confitcianism. The encouragement of a revival of Con- 
fucianism appears, too, as part of a policy aimed at maintaining the 
old rural structure. Official delegates have been sent to celebrate the 
birthday of Confucius at his birthplace in Shantung, and honours have 
been paid to his descendants. It has also lately become fashionable for 
Nanking officialdom to quote the Confucian Analects. This is no passing 
affectation : it is deliberately inspired by the highest military authority, 
just as the rebuilding of Confucian temples is officially encouraged. 
Confucianism is used as a method of social and political control through 
the authority of the head of the family. It is, further, a means of com- 
bating modernism and of encouraging the Spartan type of life for the 
leaders of the nation. 

Economic Planning. 

To turn now to industrial reconstruction, it is clear that Sun Yat 
Sen's ideas of State Socialism, as applied to industry, no longer hold the 
field. Considerable uncertainty prevails in regard to possible alterna- 
tives. This may be illustrated by a quotation from the writings of the 
well-known publicist, Mr. T'ang Leang-li, who describes the present 
position in the following words : 

'There remains the question of the final objective. A nation of peasant- 
farmers, handicraftsmen, and small traders, still labouring under the old 
idea of Government irresponsibility in economic matters, still largely under 
the domination of feudalism, has to be changed into a modern civilization 
with engineers, mechanics, scientists, large-scale enterprises, and inter- 
national associations. How is it to be done, and what is to be the final form ? 
National economic planning is the only real, effective mode of operation, but 
planning to what end ? Dr. Sun envisages a Socialistic State, but it is far from 
certain that all his followers do. It has yet to be decided what exactly is to be 
the relation between state and private enterprise, what are to be their respec- 
tive spheres.' 

But whatever the nation may ultimately decide in regard to the 
original ideal of creating a Socialist State, the conception of state- 
planning has by no means been abandoned. This planning witness the 
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N.E.C. is, it is true, exercised chiefly in the agricultural sphere, for it 
is recognized that the development of industry is no alternative to an 
increase in agricultural production. Good work has been done, in so 
far as the problems are technical, by the commissions for improving 
silk and cotton two fields in which industry and agriculture are bound 
up together. The tendency is for the Government to provide the general 
conditions for enabling the producers to improve the quality of their 
output ; it provides, for instance, technical advice, enforces standards of 
uniformity, takes measures to prevent disease. In the industrial field 
the state is not undertaking the working of light industries, but reserves 
to itself the ownership of the heavy industries, on the axiom that in an 
under-capitalized country private enterprise cannot undertake the 
development of industries requiring large capital over a long period of 
time. State economic control is, generally speaking, indirect rather 
than direct, taking the form of tariff and currency measures and general 
systems of encouragement. To some extent it is exercised also through 
the granting of monopolies. In practice, the Ministry of Industry has 
done little to restrain what the First National Kuomintang Congress 
called 'the evils of unrestricted capitalist industrialism'. While a left- 
wing Kuomintang member, Mr. Chen Kung-po, was Minister of Industry 
a small beginning was indeed made to set on foot a Four- Year Plan for 
the industrialization of the Yangtse Valley, but lack of funds prevented 
the scheme from developing. Up to now there has been no great develop- 
ment of basic industry by the state. There have been greater develop- 
ments in the field of light industry, where, although there is no evidence 
of any disposition to suppress private enterprise as such, there is a 
considerable body of opinion which favours greater rationalization and 
the technical management of factories. 

Economic planning in China is still inclined to be opportunist. In the 
coal industry, for example, Chinese mines of the old type were at a 
great disadvantage in competition with foreign or Sino-foreign mines 
using modern machinery. Measures were taken, not to nationalize and 
modernize the Chinese mines, but to put them on a competitive basis 
with modern enterprises by lowering freights on the transportation of 
coal and opening a new harbour at the eastern end of the Lung Hai 
Railway. In this way the production of the old mines has been stimu- 
lated. As the price of coal is determined by the mine with the highest 
working costs, the more efficient make high profits even in these times of 
depression, but they do so, of course, at the expense of the consumer. 

In tariff policy an increase in revenue has been the dominant aim, 
and duties have been raised even on raw materials essential for Chinese 
industry. There are indications, however, that revenue receipts are not 
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now the Government's only consideration, but that they are influenced 
by other motives, such as the desire to right the adverse trade balance 
by lowering export duties, to encourage home industries, and to decrease 
the importation of foodstuffs. It must be remembered, too, that China's 
tariff policy is always considerably influenced by her relations with 
foreign Powers and the necessity of using a large part of the customs 
revenue for meeting the loan services. 

FORCES DETERMINING INDUSTRIAL POLICY 
In national economic planning there are three parties involved, the 
Government, the banks, and other commercial and industrial interests, 
including the overseas merchants, who exercise considerable political 
power. 

The Banks and the Government. 

The modern banks are becoming increasingly important in the 
economic life of China. Their advances to commercial houses, indus- 
trial enterprises, and public utilities represent well over forty per cent, 
of their total lending. It is no exaggeration to say that they are, by 
their control of credit, in a position to exercise a decisive influence on 
the development of Chinese economy. In this respect it is interesting 
to note the growing practice of the banks to insist on appointing their 
own representatives to supervise industrial and other concerns to which 
they have advanced money. The influence of the banks' policy upon 
the course of reconstruction is made greater by the tendency for China's 
liquid capital to pour into Shanghai, whence it is redistributed through 
the agency of the banks. The way in which the redistribution takes 
place will vitally affect the course of reconstruction. 

The banks stand in very close relationship with the Government. 
While a glance at their statements of profits conclusively shows that 
they have not been simply the handmaidens of Nanking, yet during the 
last two years they have come more and more under direct Government 
control. In 1935 the Central Bank, the Bank of China, and the Bank 
of Communications were, for certain purposes, merged into a bloc and 
their capital increased by a currency loan of 100 million yuan authorized 
by the National Government in March of that year. Furthermore, the 
personnel of the Ministries of Industry, Finance, and of the N.E.C. is so 
closely identified with that of the big banks that it would be difficult 
to say where the Government ends and the banks begin. 

Industrialists and Merchants. 

The influence of the other groups, industrialists, and merchants 
(including importers and exporters), though none the less real, is less 
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easy to define. They are well represented on the various commis- 
sions and committees, such as the Commission for Silk and Cotton, 
which have to deal with economic policy. But though they have con- 
siderable power to modify or resist legislation, the role which they play 
does not rival that of the banks in importance. 

These groups and institutions, whose interests are tied up with the 
course of Chinese industrial development, have a common interest in 
internal peace and solidarity. They form the core of nationalism in 
China, partly because their own interests are involved witness the 
'Buy Native Goods' movement but partly also because a high pro- 
portion of those who go through the educational system, especially the 
universities, are sons of merchants. Recent figures show that, of univer- 
sity students, out of a total of just over 13,000 nearly 9,000 came from 
merchant or professional families. Only about 3,000 came from farming 
families. Considering the high proportion of the population engaged in 
agriculture, it is clear that the farmers are not proportionately repre- 
sented in the higher educational system. Furthermore, very few students 
who come from farming families go back to farming ; they are usually 
absorbed into business or the professions. It is not surprising, there- 
fore, that the intelligentsia lean more to industrialization than to 
agricultural recovery. 

This spirit of nationalism prevailing in merchant and banking circles 
is in itself an urge towards industrialization. Nationalists are, ex hypo- 
thesi, advocates of a strong national army, which implies the develop- 
ment of the heavy industries (steel, coal, iron), chemicals, and power 
installations. The groups of which we have been speaking are naturally 
interested also in the improvement of communications and transport 
facilities, though this arises from economic rather than military motives. 
They are likewise anxious to promote improvements in industrial 
management and technique, and to see capital directed into Chinese- 
owned industrial and commercial concerns. They are therefore among 
the supporters of the law for the 'Encouragement of Industrial Enter- 
prises', enacted in April 1934, which provides 'rewards' such as 
reduced taxation or monopoly rights for native manufactures, those 
financed with native capital and those which compete with imported 
manufactures. These are the aspects of reconstruction which make a 
special appeal to the minds of the intelligentsia. 

Influence of the Intelligentsia. 

The existence of articulate public opinion is due, of course, to an 
aspect of 'reconstruction', namely the extension of education. Educa- 
tion brings students to the towns and gives them an urban conception 
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of life. A widening gap is thus created between the intelligentsia and 
the peasantry a gap which it is difficult to bridge merely by good-will 
or idealism. There is a tendency, therefore, for the leaders to be intel- 
lectually removed from those who require to be led. The former are, 
it is true, the men who have made reconstruction an indigenous move- 
ment with a momentum of its own. They are to be found among the 
men who staff the banks, the commercial houses, the press, the profes- 
sions, the Academia Sinica, and the government departments, or who 
hold technical posts in public enterprises. They have a voice in the 
passing of laws. Many of them travel in foreign countries, and so gain 
an extended knowledge of other methods of dealing with economic and 
social problems. Among them are many individuals who are doing 
quiet and competent scientific work, inspired by high ideals of public 
service. But when all this has been said the fact remains that, as a class, 
they are divorced from the practical knowledge and experience required 
by successful leaders in a movement for national reconstruction. Far 
too few of them have had technical training, the great majority having 
devoted themselves to theoretical studies. A recent survey of unemploy- 
ment among university graduates made by the N.E.C. revealed the fact 
that seven hundred political scientists were at the time out of work, as 
compared with four engineers. Nevertheless, there are encouraging 
signs that the needs of the situation are realized. Provision is being 
made for more technical and vocational education. The percentage of 
students going in for commercial, agricultural, and scientific studies 
is slowly rising, and there is a definite increase in the number of voca- 
tional and normal schools. A swing away from a curriculum of political 
science, literature, and law is slowly but surely proceeding. 

Social Factors. 

An important field for reconstruction work in China lies in the sphere 
of social organization. In 1929 a Labour Union Law was promulgated 
which regulated the formation of Labour Unions in such a way as to 
bring them under adequate Government supervision. By this law, to 
use the words of a Chinese writer, 'The right to strike is regulated so as 
to protect the workers' best interests and to encourage industrial peace'. 
Factory laws, drawn up with the aid of foreign experts, have been 
promulgated freely, but in spite of this it seems to be the view of 
independent Chinese students of social problems that the lot of the 
workers has not been materially improved. 

If economic planning in the sphere of industry were purely a matter 
of technology, the picture to-day, as compared with that of five years 
ago, would be decidedly favourable. But when one views the develop- 
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ment of industrial and financial policy since 1927, it is evident that the 
condition of the workers themselves has not been the primary concern 
of government policy. It is not sufficiently realized that the stimulation 
of industry may at the same time increase the impoverishment of the 
masses for example, by encouraging light industry and so destroying 
handicrafts. All independent observers agree that the encouragement 
of village handicrafts is an essential part of agricultural recovery. Only 
a scientific and firmly enforced system of planning can succeed in 
reconciling these seemingly divergent interests. This system of planning 
does not, at the moment, exist. The Ministry of Industry took up in 
1935 the abolition of the poo Icung system, that is, of contract labour, 
in state enterprises. There is no indication as yet of the nature of the 
system by which it is intended to replace it. The poo kung system 
varies a great deal, but in its worst forms it undoubtedly represents a 
great social evil. It is not unusual, for instance, for the contractor to 
take from the labourers for whom he finds employment ten to twenty 
per cent, of their wages. The evil is one which is generally associated 
with the infancy of industry, and it must not be taken for granted th&t 
it is favoured by the employers, even when it ministers to their con- 
venience. It will, one may venture to predict, inevitably continue in 
spite of legislation until the Government has the courage to allow the 
development of a healthy and independent trade-union movement. 
On this last depends the greatest hope of improving town and factory 
conditions, and the standards of employment in general ; for change 
can only come, in China as elsewhere, by pressure from below. Looking 
at conditions as a whole, it is apparent that China has fallen victim to 
most, if not all, of the evils which go hand in hand with a developing 
industrialism. 

INDICATIONS OF FUTURE TRENDS 
People's Economic Reconstruction Movement. 

General Principles. A guide to the future of the Chinese Reconstruc- 
tion Movement is contained in General Chiang Kai-shek's memorandum 
of October 10, 1935, explaining the principles of the 'People's Economic 
Reconstruction Movement', which is intended to be complementary to 
the New Life Movement launched a year or two earlier. With reference 
to reconstruction the memorandum lays its main emphasis upon the 
need to increase the nation's production, as a means of solving the ' prob- 
lem of the people's livelihood '. A national awakening is urged, in order 
that the people may be enlisted in a common effort. The task of the 
Government, it is explained, is to clear the way of obstacles. Besides 
the increase of production, the following objectives are set : the solution 
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of unemployment ' by increasing opportunities of working ' ; the correct- 
ing of China's adverse trade balance by increasing her exports ; and the 
encouragement of private enterprise by guaranteeing the safety of 
investments. The means to be used to these ends include the reduction 
of taxation levied on productive enterprises, the clearer determination 
of 'the relations between capital and labour 5 , and the introduction of 
scientific management. The Government the memorandum continues 
must also improve communications, reform the currency , and combat 
ignorance, superstition, conservatism, and the 'neglect of the habits of 
working and saving, and disregard of economic principles ', 

In the field of agriculture, General Chiang urges the support of co- 
operatives as a means of increasing agricultural production, and an 
extension of reclamation work. In the mining industry the present 
lack of progress is attributed in his memorandum to obstruction by the 
local officials and inhabitants. The Government must protect the 
muiing industry and 'safeguard investments as the first consideration'. 
The investment of foreign capital is welcomed in all except a few 'key ' 
mining products. 

Methods of enforcement. The 'co-operation' of the people in this 
movement is to be secured with the help of a labour-conscripting 
system (military and civil) to be applied in the carrying out of public 
works. Every man is to give a certain amount of his time to labour for 
the country. It is claimed that thereby the ideal of public service will 
be encouraged. 

To preserve 'harmony' between capital and labour, the state is to 
have power to mediate in labour disputes and so 'guarantee the safety 
of industrial enterprises and the interests of the labourers '. By various 
means, including an appeal to the Importers' Guilds to assist in reducing 
the quantity of imported goods, a proper balance is to be attained 
between Supply and Demand. All sections of the public, including 
middle-school students, provincial authorities, army officers, and Cham- 
bers of Commerce, are to be enlisted in the work of propaganda in favour 
of these reforms. 

The People's Economic Reconstruction Movement is the logical con- 
tinuation of the New Life Movement, both of which had their origins in 
military circles. It is important to point out that both are being put 
into practice, for their author is now holding important civil positions 
and has the authority to enforce his ideas. A strong authoritarian con- 
ception of the State lies behind both movements. While the ami of the 
one is to mould the character of the people, the purpose of the other is 
to create the conditions essential for the development of the national 
resources by the use of forced labour on public works. In fact, the part 
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of the People's Economic Reconstruction Movement which was put into 
immediate execution was the enforcement of labour conscription on 
schemes of river-conservancy. The memorandum is, clearly, no academic 
document. It underlines the conclusion that out of the military unifica- 
tion of China there has emerged a new ideal of reconstruction different 
from the democratic constitutionalism of Sun Yat Sen, to which, how- 
ever, lip-service is still paid. 

SALIENT FEATURES IN THE RECONSTRUCTION MOVEMENT 

In the light of the original definition, reconstruction cannot, strictly 
speaking, be seriously considered as a phenomenon of the last decade. 
The limitations of space forbid such a wide treatment, but with this 
warning in mind it may still be profitable, perhaps, to examine the salient 
features of the movement which characterize the last few years. 

In the first place, the rate of progress has been extremely unequal. 
There has been no succession of plans, as in Russia, coming to a fore- 
ordained conclusion. The course of action has been fashioned more by 
events than by any other single factor. Great changes in the sphere of 
political rehabilitation have not been balanced by far-reaching -econo- 
mic reconstruction. The growth of the political and administrative 
organs of central government has not been accompanied by the develop- 
ment of local representative institutions. The advantages of very real 
technical development have not been secured for the people as a whole 
by an adequate social policy. Nor are the reasons for such phenomenal 
change in some directions and not in others far to seek. They lie in the 
state of dualism within the government itself, in the effects of internal 
and external conflict, and in the peculiar position of foreign interests in 
Chinese economic life and administration, which, by arresting or warp- 
ing the normal lines of development, have undermined the national 
movement in the industrial and commercial classes, where it should 
naturally have been strongest. National unity, therefore, could only be 
achieved by military force, for it is not in fact reinforced by undivided 
economic interest. 

The creation and extension of central government has had several 
important consequences. In spite of the varying degrees of obedience 
to Nanking there is no question of open revolt, except for the com- 
munists, over the whole of China proper. China, politically, is one 
country. The organs and symbols of the power of central government 
the national armies, the national banks, the internal revenue-collection 
machinery, and the flying-fields of all big cities bear witness to change 
and progress. The strength of the Government is reflected in the ten- 
dency for industry to move into the interior, in the general acceptance 
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of the currency changes of 1935, and in the elevation of foreign 
legations into embassies. Furthermore, there is a very marked ambition 
in official circles to take an interest in all those spontaneous and inde- 
pendent reconstructional activities the ubiquity of which reveals the 
extent of governmental activity. Men trained in this school of disinter- 
ested 'experiment* are being brought more and more into the service 
of the nation. 

This achievement ranks high, yet, as certain Chinese critics point out, 
the new unity is based on very limited changes in the mentality and 
material conditions of the people. Military unification has been brought 
about to a large extent at the price of economic reconstruction, which, 
as an alternative policy, might well have undermined social unrest at 
its source. And such expenditure as there has been on reconstruction 
has fallen far too heavily on the peasantry both through surtaxes super- 
imposed on the land taxes and by forced labour. Surtaxes for education 
are spent mainly in the cities, those for reconstruction, on roads and 
railways which have not as yet brought any considerable benefit to 
the farmer. The achievement of unification by force has determined the 
character of government, and ended an epoch in the development of 
China. The age of spontaneous experiment by independent bodies is 
probably over. Nothing is more certain than that economic reconstruc- 
tion as the consequence will differ considerably from what it might have 
been as the condition of national unity. 

The development of public opinion, though it should not be exag- 
gerated, has been great enough to make certain qualitative changes in 
the situation. It is a passive but increasingly powerful factor in the 
determination of policies. This can be seen in the extent to which the 
Government has felt it necessary to mould opinion and censor the press. 
Very little overt criticism of the Government is allowed. Indeed, the 
general tendency for public opinion to take a strong nationalist line 
against foreign aggression has, under the circumstances, embarrassed 
rather than helped the Government in its foreign relations. On the 
other hand, the widespread ventilation of the problems of reconstruc- 
tion in the press is a new and significant development which should be 
of great assistance to the administration in Nanking. 

Technical assistance from the League of Nations has come to be a 
feature in the national reconstruction programme. Its value, in certain 
directions, transcends the advantages of purely technical advice. The 
League experts have had an influence which can be traced not only in 
actual policy and practical execution of plans, but also in Chinese 
research and propaganda. Out of this co-operation there has grown up 
an excellent Chinese technical staff capable of fulfilling the highest 



THE RECONSTRUCTION MOVEMENT IN CHINA 407 

responsibilities in the direction, and carrying out, of reconstruction 
schemes. Most important of all, the emphasis of League advice has 
been on agrarian problems, a sphere in which the urgency of action is 
only equalled by the difficulty of arriving at an agreed solution. As for 
the criticism that the plans of the experts have not been put into prac- 
tice immediately, the explanation lies not in racial characteristics but in 
social and economic factors which are common to all countries. It is 
reasonable to conclude that the work of the League in China, subject to 
changes of policy to meet new conditions, has more than justified itself 
in the eyes of the Nanking Government. 

The most characteristic of the present aims of reconstruction is to 
build up a 'strong nation' capable of self-defence and self-determination. 
This tendency, with its emphasis on political rather than economic 
change, is recent in origin and owes a great deal to developments in the 
West. China's position is often compared with those of Italy and 
Germany, countries which many believe to have achieved * national 
revival' by means of authoritarian rule in the teeth of economic depres- 
sion, communism, and international opposition. That Fascist methods 
and aims are being discussed and adopted in China is a conclusion 
supported by all the weight of the evidence. 

Finally, it is important to remember that, while reconstruction has 
been influenced by many factors outside China's control, the internal 
difficulties alone would have made smaller men than those in charge at 
Nanking despair. The wonder is, not that so much, but that anything 
at all has been achieved in the very short period we have reviewed. It 
is also obvious that the new structure has widespread international 
implications, and that its permanence depends to a large degree upon 
policies and events outside China itself. 

SUPPLEMENTARY NOTE 

This paper on Reconstruction in China is an analytical study of social 
and economic forces rather than a sober narrative of events. It is not 
necessary, therefore, to put on record the exact amount of highway 
building, railway construction, dike and irrigation work, and so forth, 
which has been completed since the paper was written. Of the develop- 
ment along all these, and other lines, such as the Five-year Plan to 
combat illiteracy, there is plenty of evidence in the press and the 
publications of the Chinese Government. 

The process of military unification has been continued, and the 
administration of the south-western provinces brought more directly 
under the control of Nanking. This is all to the good, and the enthusiasm 
generated by this achievement is being canalized into the reconstruction 
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movement. Unified administration should make easier of solution the 
problem of economic control by the Government as well as reinforce the 
growing spirit of national unity. 

The structure of Chinese society and government, as briefly suggested 
in this paper, remains the same, except for a marked development in the 
personal power and prestige of General Chiang Kai-shek. This means, 
among other things, that the dualism in the Government is less marked 
on the surface, even if the social obstacles which influence certain aspects 
of reconstruction have not been surmounted. But whatever the internal 
difficulties, the only real danger to the whole movement comes from 
external aggression, and its direct challenge to the whole conception 
of a strong and united China. China is already weakened socially, 
politically, and economically by the peculiar position of foreign interests 
within her economy. Living under the shadow of the Amau Declaration 
and the Three Principles of Mr. Hirota, she is now facing the danger of 
being permanently reduced to a colonial position. 

The results of this struggle in China are far too subtle and widespread 
to analyse here. It is clear, however, that economic losses consequent 
on interference in the internal administration in the north have not 
helped to finance reconstruction. On the other hand, the policy of not 
fighting Japan involves the Government in difficulties with its own 
people and tends to undermine the public support which it so badly 
needs. Many officials in Nanking look more and more to Germany, 
Italy, and even Japan, for inspiration and guidance in authoritarian 
methods of government ; they feel that the dangers are too urgent to 
allow of democratic methods. Under the same conditions, large sections 
of the people must find their only hope in the growing strength of 
the U.S.S.R. 

These tendencies in thought and opinion which owe so much to the 
political situation have been accelerated by the continued failure to 
remedy, in any drastic way, the economic plight of the peasantry. In 
so far as political events explain the inadequacy of this fundamental 
aspect of reconstruction, it is not difficult to see that Japanese action, 
far from preventing the spread of communism, is assisting in its growth, 
as not so much a territorial as a social and moral factor in China. It is 
of little comfort to reflect that the intensity of Japanese pressure is in 
many ways a measure of the success of certain aspects of Chinese 
Reconstruction. 
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THE WORKING OF DIPLOMATIC MACHINERY 
IN THE PACIFIC 1 
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INTRODUCTION 

TJRESENT-DAY diplomatic machinery is organized on a bilateral, 
JL regional, or universal basis. Machinery for co-operation is no less 
important than machinery for dealing with conflicts, and it exists 
among the Pacific powers in all three of these types. 2 The diplomatic 
system provides for bilateral co-operation. The Washington Confer- 
ence provided for regional co-operation as well as for the solution of 
certain regional controversies. The League of Nations, the Interna- 
tional Labour Organization, and numerous international unions provide 
for co-operation on a world scale on such topics as postal and electrical 
communication, labour standards, control of opium, narcotic drugs, 
slavery, the slave trade, the white-slave trade, epidemiological and 
statistical information, the protection of industrial and literary 
property. Most of the Pacific Powers are members of most of these 
unions and have participated in many of the conventions produced 
by them. 3 

The importance of developing co-operative machinery of all these 
types has been frequently recognized in the Institute of Pacific Rela- 
tions. 4 A regional Pacific organization is doubtless better adapted for 
such activity than for dealing with disputes or conflicts. 

Co-operation, however, is not possible in an atmosphere of distrust 
and violence. Thus primary attention is here given to diplomatic 
machinery for dealing with the various phases of the problem of conflict 
prevention of violence, pacific and just settlement of controversies, 
continuous adaptation of law to new conditions. 

Examination of the attached tables indicates that bilateral treaties 
existing among the Pacific Powers fall far short of creating a compre- 

1 Extract from the data-paper Diplomatic Machinery in the Pacific Area. 

3 For earlier I.P.R. memoranda on this subject see H. Duncan Hall, Analysis of the 
Existing Machinery for Settling International Disputes in the Pacific, 1925 ; Max R. White, 
4 Chart of Treaty Provisions for Peaceful Settlement among the Pacific States', Problems 
of the Pacific, 1929, p. 602 ; Stephen A. Heald, Draft Syllabus for the Study of Diplomatic 
Machinery of the Pacific, 1931. See Table 1. 

4 Problems of the Pacific, 1925, p. 136; 1927, p. 171 ; 1929, p. 224; 1933, p. 13. 
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TABLE 1. PARTICIPATION OF PACIFIC POWERS IN CERTAIN GENERAL 
TREATIES FOR INTERNATIONAL CO-OPERATION 1 





Restriction 




Humanita- 




Communica- 






of War 


Health 


rian 


Economic 


tions 






K. 




\ 


2 




3 










SS 53 "I 








**1 <* 




g 


2} 




3 




t 1" I 






f s"i> ^ 


i 


1 




* "1 .5 

llf I 


* 


3 

| * *"- 


i * * s . * 


!! 


! 






O Cft 




2 *3 ^ 


to | 


2 




** ^ i 


*" 7" 


j| "1 g 


6 J -| | *^ 


8 *"* o 


| 




55 S^ "8 *1 J 


* ? 


! ^ 


"^ ^ ^ S .f 




1, 




| I | 1 | 


^ 5 g q 


1 tfl 


|| | 1 I 


| 1 rf 1 | 


1 


Country 


i i 1 1 1 


1 1 1 1 


^ ftq I S 


(t K, Ki O 


2 1 1 11 


I 


Australia 


xxxxx 


XXXX 


X XX 


X XX 


XX XX 


19 


Canada 


xxxx 


XXX 


xxxx 


XXX 


XX XX 


18 


China . 


xxxxx 


X X 


X X 


X X 


XX 


13 


France 


X XXX 


xxxx 


xxxx 


xxxx 


xxxxx 


21 


Great Britain 


xxxxx 


xxxx 


X XX 


xxxx 


xxxxx 


21 


India . 


xxxx 


XXX 


xxxx 


X X 


xxxxx 


18 


Japan . 


X X 


XXX 


X X 


xxxx 


xxxxx 


16 


Netherlands . 


X XXX 


xxxx 


X XX 


xxxxx 


xxxxx 


21 


New Zealand 


xxxx 


xxxx 


X XX 


X XX 


xxxxx 


19 


Portugal 


xxxx 


xxxx 


xxxx 


xxxxx 


X XX 


20 


Philippines . 


XXX X 


XX X 


X 


xxxx 


XX X 


15 


Siam . 


X XX 


XXX 


X 


XXX 


XXX 


13 


U.S.S.R. 


X XX 


X XX 


X 


XXX X 


XX X 


14 


U.S.A.. 


XXX X 


XX X 


X X 


xxxx 


XX X 


16 


No. of Ratifica- 














tions or Ad- 














hesions by 














PacificPowers 














July 1,1936 


14 91411 7 


9131114 


13 41011 


141014 9 3 


1412 71210 




Total No. of 














Ratifications 














and Adhe- 














sions July 1, 














1936 . 


61 31 48 42 14 


41555355 


61224147 


6031674922 


65 55 34 25 32 





The ratifications of treaties concluded under the auspices of the League of Nations are from the 16th list 
of such Ratifications, August 28, 1035 (League of Nations Legal, 1035, v. 3 ; Official Journal, Special Supple- 
ment, No. 136); and supplements printed with League of Nations OfficialJournal, Dec. 1035 and May 1036. 
Ratlflcations of the other treaties arc from a Litt of Treaties and other International Acts of the U.S.A. in 
Force December 31, 1936, U.S. Dept. of State, Treaty Information, Dec. 1032, Supplement to Bulletin No. 
30, and subsequent Treaty Information Bulletins. 

hensive network of Pacific Settlement engagements among them. There 
are 20 arbitration and 25 conciliation commitments out of a possible 
92, or 80 if we omit Dominion relations inter se. Among these countries 
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FlO. 1. SUMMARY OP RELATIONS AMONG PACIFIC POWERS ESTABLISHED BY BILATERAL 
AND GENERAL TREATIES AND GENERAL INTERNATIONAL LAW, JULY 1, 1936 




Intra-imperial relations 

Intra-League of Nations Relations. 



Diplomatic Relations 

Arbitral and judicial settlement engagements, under optional clause of P.C.I.J. and hi* 
lateral treaties 

Conciliation engagements, under League of Nations Covenant and bilateral treaties 

Non*aggression engagements under Pact of Paris and bilateral treaties 

Mutual assistance engagements under League of Nations Covenant and bilateral treaties . . 
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there exist also very few bilateral non-aggression and mutual-assistance 
treaties of the type that has become common in Europe since the War, 
and the few which exist, participated in by France, Great Britain 
(Locarno), and the Soviet Union, are not generally concerned with rela- 
tions in the Pacific area. There are a larger number of non-aggression 
agreements of the type found in the Bryan Treaties and in Article 2 
of the Pact of Paris, providing for a delay of war or no resort to non- 
pacific means. The Soviet non-aggression engagements with China, 
Japan, and the United States are particularly concerned with propa- 
ganda and other revolutionary activities. 1 

The Washington Conference group of treaties, which come nearest to 
constituting a regional system of diplomatic machinery for the Pacific, 
were morally weakened soon after their conclusion by the passage of the 
American Immigration Act of 1924. 2 They were further weakened by 
their failure to function in the Manchurian crisis, and have now been 
in part denounced. 

The general treaties provide a machinery more comprehensive and 
more widely accepted by the Pacific powers than either bilateral or 
regional treaties. The Hague Conventions, however, provide only 
voluntary procedures and have been weakened by comparative disuse 
since the World War. The Geneva group of treaties provides the most 
workable machinery, but the United States, the Philippines, and Japan 
are not now parties, and the effectiveness of these treaties has probably 
been weakened by their failure to deal effectively with the Manchurian 
episode and subsequently with the Ethiopian and Rhineland crises in 
Europe. 

The American group of treaties are the most far-reaching in their 
negative obligations to refrain from war or the use of force, and the 
Pact of Paris has been ratified by all the Pacific Powers. It lacks definite 
procedure for enforcement, but has been juridically strengthened by 
interpretation and invocation in a number of cases. Its failure, however, 
to prevent hostilities both in the Far East and elsewhere, since it has 
been in effect, has weakened the confidence of public opinion in it. 
The Argentine Anti-War Treaty goes a little beyond the Pact of Paris 
in referring to aggression, specifying a non-recognition policy, requiring 
sanctions short of diplomatic or armed intervention, and providing a 
detailed system of conciliation, but it has not as yet been ratified by 
many of the Pacific Powers. 

1 A comprehensive list of political treaties in force among the countries of the world on 
June 1, 1936, including non-aggression and mutual security agreements, is printed in the 
supplement to the American Journal of International Law, July 1036, vol. xxx, pp. 154-62. 

a Problems of the Pacific, 1927, p. 169. 
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FUNCTIONING OF MACHINERY IN SPECIFIC CASES 

Let us now consider how diplomatic machinery has actually func- 
tioned in the serious problems which have arisen in the Pacific area 
since the World War. Thirty-three such problems have been selected, 
not with the thought that the list is exhaustive or that all of the prob- 
lems have been definitely settled as yet, but rather that the list was 
representative of the various types of important controversies. In each 
case the attempt has been made to distinguish the influence of uni- 
lateral action, bilateral diplomatic machinery, regional diplomatic 
machinery, and general diplomatic machinery. It is assumed that the 
Washington Conference and the treaties there negotiated can be re- 
garded as regional machinery, although as noted that assumption is 
somewhat doubtful. 

1. The Korean Uprising of 1919 was suppressed unilaterally by Japan, 
and neither then nor subsequently has any official diplomatic machinery, 
either regional or general, considered the situation of Korea. It apparently 
has been regarded as a domestic problem of Japan. 

2. The serious naval rivalry between the United States and Japan in 1921 
was for a time settled by the Washington Conference agreements. The 
totality of these agreements, including the substitution of the Four-Power 
Treaty for the Anglo- Japanese Alliance, the limitation of armaments of 
Pacific naval bases, and the settlement of major political problems in regard 
to China, contributed to this result no less than the treaty limiting naval 
armaments and establishing the 5:5:3 ratio. Essentially the principles of 
the treaty were maintained and extended to cruisers in the London Confer- 
ence of 1930, although there the problem concerned Anglo-American naval 
relations as much as, if not more than, American-Japanese naval relations. 
The problem has again arisen with the denunciation of the Naval Treaties 
which took effect on December 31, 1936 (see No. 31 below). 

3. The restoration of former German railroad interests in Shantung to 
China was effected by bilateral agreement between China and Japan in 1922. 
Although Japan had excluded this question from the Washington Conference, 
there can be no doubt that the activity of that conference greatly influenced 
this bilateral negotiation which was made during its course. 

4. The withdrawal of Japanese troops from Siberia was effected as a result 
of a unilateral declaration made by Japan in 1922 during the Washington 
Conference, which unquestionably had a profound influence in bringing about 
this result. 

5. The controversy between the United States and Japan, in regard to the 
latter*s mandate for North Pacific Islands and particularly the status of the 
Island of Yap, was settled by a bilateral agreement made in 1922 between 
the United States and Japan; but here again, the situation was influenced by 
the Washington Conference, during which the negotiations were made, and also 
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by the fact that the League of Nations through its supervision of the mandate 
offered certain guarantees with respect to Japan's administration of these 
islands. Japan's withdrawal from the League in 1935 again raised an issue 
in regard to the status of these islands. (See No. 30 below.) 

6. China's demand for restoration of the leased ports was effected with 
respect to Kiaou-Chou and Wei-Hai-Wei by bilateral agreement with Japan 
and Great Britain respectively made after 1922. These agreements, however, 
were greatly influenced by declarations made by the Powers during the 
Washington Conference. The remaining leased ports have not been restored. 

7. The Japanese desire to continue voluntary restriction of immigration 
to the United States, as provided in the * Gentleman's Agreement' of 1908, 
was settled for the time by the unilateral action of the United States in exclud- 
ing Japanese immigration in the Act of 1924, in spite of Japanese diplomatic 
protests. 

8. The relations of China and Russia to Outer Mongolia, which had been 
in dispute for many years, were for the time settled by the treaty between 
the U.S.S.R. and China in 1924, without any influence from either regional or 
general diplomatic machinery. The issue was again raised when China pro- 
tested that conclusion of the Soviet-Mongol assistance treaty of April 1936 
was contrary to Chinese sovereignty of Outer Mongolia recognized in the 
earlier treaty, but this question seems to have been settled by diplomatic 
correspondence. 

9. The Shanghai incident of May 30, 1925, may be said to have been 
settled by the report of the commission of judges appointed by the represen- 
tatives in Peking of the United States, Great Britain, and Japan and the 
eventual acceptance by the Government at Peking of a reparation of 
$150,000 silver from the Shanghai Municipal Council. Since the Shanghai 
Municipal Council is controlled by the states most interested in the region, 
this settlement could be regarded as effected by regional international 
machinery. This result, however, was influenced by the unilateral action of 
the Chinese people, carrying on a boycott against Great Britain, and by the 
declaration made by Great Britain in December, 1926, indicating important 
changes in policy in the direction desired by the Chinese nationalists. 

10. The Nanking incident of March 1927, in which a number of foreigners 
lost their lives in connexion with the northern advance of the Chinese national- 
ist army, was eventually settled by bilateral agreements between China and 
the powers, but this result was undoubtedly influenced by the identic note 
addressed to the Nanking Government by the five principal Powers. Thus 
regional diplomatic machinery may be said to have had some influence. 

11. The Tsinan incidents in 1927 and 1928, involving the dispatch of 
several thousand Japanese troops to Shangtung Province, were eventually 
settled by bilateral agreement between China and Japan, although this 
result may have been influenced to some extent by the unilateral boycott 
of Japan by Chinese nationals. Although it attempted to do so, the Nanking 
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Government was unable to bring this incident to the attention of the League 
of Nations, because at the time it was not recognized, and the League had no 
influence on this settlement. 

12. China's desire for restoration of concessions and settlements adminis- 
tered within her territory by foreign Powers came to a head with the northern 
advance of the nationalist armies in 1927, with the result that a number 
of these concessions were restored through bilateral agreements with China 
and each of the Powers concerned. Although China had requested the 
restoration of these concessions during the Paris Peace Conference of 1919, 
this had no immediate result, and it would appear that these agreements 
were influenced primarily by the vigorous support to the demand given by 
the advancing nationalist army. 

13. The Chinese demand for the restoration of Chinese control in Shanghai, 
the greatest of the foreign settlements in China, came to a head after the 
May 30 incident, and in 1927 China gained a limited satisfaction through the 
rendition to Chinese control of the Shanghai Mixed Court and the admission 
of three Chinese into the Shanghai Municipal Council. This resulted from 
action of the Municipal Council and the interested foreign Powers, and so 
may be considered an instance of the operation of regional peace machinery. 

14. China's desire for the restoration of tariff autonomy was achieved 
in 1929 through a series of bilateral agreements with the Powers, the first of 
which was made with the United States. This result was influenced by the 
Washington Conference and the Special Customs Conference held at Peking 
in 1925 in pursuance of the Washington Nine-Power Customs Treaty. No 
direct results emerged from this conference, but the British Declaration in 
December 1926 undoubtedly contributed to the termination of the Chinese 
Treaty Tariff. 

15. Japan's desire to retain markets in the United States for certain 
industrial products was settled adversely to Japan by the United States. 
Its unilateral action in raising the tariff on many of these products in 1930 
largely ignored the Japanese representations. 

16. The Soviet Union's military intervention in Manchuria in 1929 in 
connexion with the dispute concerning the Chinese Eastern Railroad was 
settled by bilateral agreement between China and the U.S.S.R., although the 
settlement and withdrawal of Soviet troops may have been influenced to 
some extent by the representations to the two Powers under the Kellogg 
Pact initiated by Secretary of State Stimson. 

17. China's desire for the abolition of extraterritoriality was theoretically 
achieved by the unilateral action of China in terminating this system 
through the operation of her laws in 1 930. The legality of this mode of dealing 
with international treaties was not acknowledged by the Powers, which have, 
in fact, continued to exercise extraterritorial jurisdiction. The Chinese bold- 
ness in taking this action was doubtless influenced to some extent by resolu- 
tions passed at the Washington Conference and the report of the Strawn 
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Commission of 1926 pursuant to this resolution, as well as by the success of 
China in negotiating bilateral treaties with a number of the lesser Powers, in 
which they contingently agreed to abolish extraterritoriality. Thus both 
regional and bilateral peace machinery contributed to the unilateral Chinese 
action. 

18. The problem of contributing technical advice and assistance to 
China on problems of national reconstruction is at present conducted under 
the supervision of the League of Nations in accordance with a Chinese request 
of 1931. A number of expert commissions have, in fact, travelled in China 
and reported under this arrangement effected through general peace machi- 
nery. China's experience with advice from individual Powers, particularly 
with the insistence by Japan in the Twenty- One Demands that she should 
have the monopoly of advising on certain matters and also China's expe- 
rience of advice from consortiums of foreign banks, has doubtless contributed 
to her desire to deal only with such general organizations as the League of 
Nations on this matter. The Japanese warning against foreign advice to 
China in 1934 may constitute a challenge to this arrangement. 

19. The ancient Chinese problem of controlling opium has more and 
more come under the supervision of general diplomatic machinery and is now 
legally but not practically regulated by the general opium conventions of 
1912, 1925, and 1931, to which most of the Powers of the world are parties, 
and the execution of which is supervised by the League of Nations. The 
allocation of this work to general diplomatic machinery has been influenced 
through experience with regional machinery, as in the Shanghai Conference 
of 1909, the Geneva Opium-smoking Conference of 1925, and the Bangkok 
Conference of 1931, as well as by certain bilateral agreements, especially 
that between China and India concerning the opium trade in 1907. 

20. The Sino-Japanese controversies in regard to the status of the 
treaty of 1915, parallel railroad lines, consular and military police, land 
leases, protection of Koreans, political assassinations, and in general the 
extent of Japanese rights in Manchuria, which remained unsettled by the 
Washington Conference, were settled for the time being by the unilateral 
action of Japan in occupying Manchuria in 1931 and recognizing the state of 
'Manchoukuo' in 1933. Protracted bilateral negotiations and the recom- 
mendations of the League of Nations Assembly in accord with the report of 
the 'Lytton Commission' had little influence upon the terms of this * settle- 
ment'. 

21 . A problem involving the rights of the parties to the League of Nations 
Covenant, the Washington Nine-Power Treaty, and the Pact of Paris, as 
well as China and Japan, was raised by the Japanese invasion of Manchuria 
in 1931, followed by the occupation of that whole area by Japanese troops 
and recognition of 'Manchoukuo' as a state by Japan. The problem has thus 
been settled de facto, through the unilateral action of Japan, in spite of the 
vigorous invocation of general diplomatic machinery including both the 
League of Nations Covenant and the Kellogg Pact. As a result of the influence 
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of these agencies and the interpretation given to the Pact of Paris and Article 
X of the Covenant, the Powers have pledged themselves not individually to 
recognize 'Manchukuo'. It is notable that in this instance the Washington 
Conference treaties played a very minor part, the Powers preferring the 
utilization of general, rather than regional, diplomatic machinery. 

22. Japanese de facto control of the Chinese Eastern Railroad resulted from 
Japan's unilateral action in connexion with its invasion of Manchuria in 
1931, in spite of the express reference to Russian interests in this matter by 
the Lytton Commission and the League of Nations Assembly. However, 
bilateral negotiations between Japan and the U.8.8.R. eventuated in the sale 
of the railway to Japan in 1935. 

23. The bombardment of Shanghai in 1932 by Japanese forces, involving 
the interests of the Treaty Powers as well as of China, was settled by agree- 
ment between China and Japan providing for the withdrawal of Japanese 
forces. This bilateral agreement was influenced by the activities of the 
League of Nations, particularly of the Consular Commission appointed by 
the League on the spot. 

24. The Japanese invasion of Jehol in 1933 has resulted in the de facto 
incorporation of this province of Inner Mongolia into the state of 'Manchu- 
kuo ' through the unilateral action of Japan. In this incident the League's 
activity was less pronounced than in the earlier Manchurian and Shanghai 
episodes. 

25. The Anglo-Japanese commercial rivalry, especially in the cotton- 
textile trade, which developed in 1933, with the rapid expansion of Japanese 
textile exports in the Far East and even in Africa, has resulted in no agree- 
ment, although there have been negotiations, nor has either general or 
regional diplomatic machinery entered into the problem. Each of the parties 
is attempting unilaterally to expand its trade at the expense of the other. 
The development of the Ottawa Conference intra-Imperial preferences since 
1931 has contributed to an intra-Imperial trade at the expense of extra- 
Imperial trade of the British countries, with certain exceptions, notably the 
loss to Japan of United Kingdom cotton-textile exports to India. 

26. The problem of the status of the Philippine Islands has been, for 
the time, settled through the unilateral passage by the United States of 
the Independence Bill in 1934 and the consent of the Philippine legislature 
to the terms of that Bill. This action will result in Philippine independence in 
1945, but before that time this unilateral action may be supplemented 
by either a regional or a general guarantee, so that this change in status may 
not seriously jeopardize the balance of power in the Pacific. 

27. The problem of suppressing Chinese civil war is for the time being 
in the hands of China alone, except for those portions of her territory occupied 
by Japan. The opportunity for China to handle this problem herself has 
doubtless been contributed to by the guarantees against foreign intervention 
both in the general peace machinery as the Covenant and the Pact, and also 

K6 
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in the more limited Washington Conference Nine-Power Treaty. A challenge 
to these doctrines may be implied from the Japanese denunciation of a 
'Monroe Doctrine for the Far East' in 1934, as well as in some of the 
renounced provisions of the Twenty-One Demands of 1915. 

28. The Chinese financial and commercial difficulties precipitated by the 
United States' silver-purchase policy of June 1934 have not been submitted 
to any diplomatic machinery. The United States has continued its unilateral 
action contrary to the expectations of world financial stabilization raised 
before the London Economic Conference of 1933, and the Chinese have 
attempted to adjust themselves to the situation by abandoning the silver 
standard. 

29. The Japanese oil monopoly in Manchuria, established in 1935 as 
a result of negotiation between Japan and 'Manchukuo', was the subject of 
diplomatic exchanges between Japan on the one hand, and Great Britain and 
the United States on the other ; Japan asserted that the matter concerned 
* Manchukuo' only, and the others discerned a violation by Japan of treaty 
provisions relating to the Open Door. Because of * Manchukuo V lack of 
dejure status and the practical dominance of the Japanese army in the state, 
the 'settlement* for the time prevailing may be regarded as a unilateral one 
by Japan. There appears to have been no invocation of tho machinery of the 
Nine- Power Washington Treaty. 

30. The problem of the status of the North Pacific Islands, following on 
Japan's withdrawal from the League of Nations in 1935, was settled by 
the evident intention of Japan to remain in the Islands and the League's 
acquiescence in the Japanese retention of the mandate after Japan had de- 
clared her willingness to continue observance of its requirements. Allegations 
respecting Japanese harbour-deepening for naval bases in Saipan and other 
of these Islands, and the question of Japan's rights to enjoy equal economic 
opportunity in other mandated territories after withdrawing from the 
League, have been discussed in the Permanent Mandates Commission and 
the Council of the League. Japan's desire to obtain the latter advantage 
may have contributed to her willingness to continue to abide by the Mandate 
system. 

31. The problem of naval rivalry in the Pacific, particularly between 
Japan and the United States, precipitated by the Japanese denunciation of 
the Washington and London Naval Treaties in December 1934, was not 
solved by the London Naval Conversations of 1934 or the Naval Conference 
of 1935. Both countries appear to be planning extensive naval building and 
base-fortification programmes after the treaties terminate in December 1936. 
Regional diplomatic machinery has not met the problem, and neither bilateral 
nor general machinery has been invoked. 

32. The conflicts between Japan and China over North China and Inner 
Mongolia since 1935 have been settled for the time being by the Chinese 
acquiescence in the demands of Japan, supported by extensive military 
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invasions of this area, and threats of a North China autonomy movement. 
Japan alleged that China had violated the Tangku truce of May 1933, and 
had not suppressed anti-Japanese agitation. China seems to have accepted 
the Japanese six demands of June 1935. Neither regional nor general diplo- 
matic machinery has been invoked, more specifically than by Secretary 
Hull's statement on December 5, 1935, that the United States continued to 
follow its traditional policy in the Far East and expected respect for treaties 
dealing with that area. 

33. The Soviet- Japanese controversies over border clashes between Man- 
churia and Outer Mongolia since 1935 have led to frequent protests and 
protracted diplomatic correspondence, apparently eventuating, in April 
1936, in an agreement to establish a frontier commission. The matter has 
thus been settled for the time by bilateral diplomatic machinery. 

Of these thirty -three problems, 1 of varying character and importance, 
the de facto situation in seventeen instances has been the result of uni- 
lateral action since the War. In four cases, this action was clearly 
contrary to the precepts of international law (Japan's elimination of 
China's rights and military occupation of Manchuria, occupation of 
Jehol, and invasion of North China) and in one case possibly contrary 
to those principles (the theoretical Chinese abolition of extraterritorial* 
ity). In these four instances there has been no definitive recognition of 
the de facto situation by disinterested Powers except the Salvadorian 
recognition of .Manchukuo. 

In eleven of these problems the present situation has resulted from 
bilateral agreements influenced in two instances by the pressure of 
general international machinery and in three instances by pressure of 
the Washington Conference and in one instance by both. 

Of the remaining five problems, three were settled by action of the 
group of Powers most interested in the region, and two through general 
diplomatic machinery. If we weigh primary influence in the settlement 
of disputes by the factor 3, secondary influence by 2, and tertiary in- 
fluence by 1, then the relative influence in these 33 controversies of 
unilateral, bilateral, regional, and general procedures would be respec- 
tively 41, 29, 18, and 12 per cent. 

In each of the thirty-three cases, settlement, so far as achieved at 
present, has been by force, by domestic legislation, by negotiation, or 
by conference. In no case has arbitration or judicial settlement been 
resorted to. Commissions of inquiry have played a part in several of 
these situations, as, for instance, the judicial committee on the May 30 
'incident (1925), the Strawn Commission on extraterritoriality (1926), 
the Feetham Commission on the status of the international settlement 

1 See Table 3. 
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of Shanghai (1931), the Lytton Commission on Manchuria (1932), the 
Consular Commission on the Shanghai bombardment (1932), and the 
various League of Nations Commissions on the internal reconstruction 
of China (1931-6). It cannot be said that these inquiries, with the 
exception of the last two, have as yet contributed greatly to the actual 
situation as now existing. Their influence may, however, be greater in 
time. 
It is still true that international problems in the Pacific are generally 
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settled by unilateral or bilateral action. In a considerable propor- 
tion of these instances, since the World War, the settlement has been 
influenced by resolutions, or treaties of a regional or general character, 
and in the Far East the tendency has been for the influence of general 
diplomatic machinery to increase at the expense of regional machinery. 
In recent years, while the tendency toward unilateral action has been 
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increasing, action under such general instrumentalities as the Pact of 
Paris or the Covenant of the League of Nations has been more influential 
than action under the Washington Conference Treaties, consortiums, or 
other limited groups. 

If we 'classify these same thirty-three problems under four general 
heads (1) territorial disputes ; (2) self-determination disputes ; (3) com- 
mercial, naval, and immigration policies ; (4) internal order and prospe- 
rity in China, 1 it appears that territorial disputes and the internal 
problems of China have been influenced most by general diplomatic 
machinery. It is not surprising to find that such machinery can work 
best on disputes of a precise and unquestionably international charac- 
ter, such as territorial disputes, or on problems involving voluntary 
co-operative efforts to assist a state at its own request. On the other 
hand, problems of self-determination necessarily involve a change of the 
existing legal situation. Such changes naturally cause most anxiety 
in the state immediately adversely affected, and in other states in the 
neighbourhood. For such problems, therefore, regional consultations 
may be better adapted, and they have in fact been more common. The 
difficulty of estimating precisely the international consequences of 
naval, commercial, and immigration policies doubtless in part accounts 
for the fact that these matters have usuaDy been regarded as within 
state domestic jurisdiction. It is difficult for diplomatic machinery to 
deal with such problems except preventively through general or regional 
conventions. The approach to such problems is through the method of 
legislation rather than through dealing with particular demands. 

POSSIBILITIES OF IMPROVEMENT 

The controversies referred to in the last section can all be inter- 
preted as arising from demands for security, stability, good faith, and 
confidence on the one hand and demands for change, progress, readapta- 
tion of law and rights to new economic and social conditions on the 
other. There were demands for territorial integrity opposing demands 
for territorial change. There were demands for administrative and 
juridical continuity, on the one hand, against demands for national self- 
determination and the removal of servitude on the other. There were 
demands for unimpaired exercise of existing sovereign rights in pursuit 
of national policies, on the one hand, against demands for consideration 
of foreign interests in the exercise of such rights on the other. There 
were demands for orderly governments and prosperity, on the one hand, 
against demands for continuance of social, economic, political, and 
juristic disorder on the other. 

1 See Table 4. 
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In many of these cases there were doubtless merits on both sides, 
with respect to the substance of the demands, if not with respect to the 
methods utilized to achieve them. 

Political progress in the Pacific area and elsewhere probably requires 
the concentration of attention upon procedures, rather than upon the 
substance of rights or grievances. The restoration of security, stability, 
good faith, and confidence requires the elimination of bad procedures, 
while the achievement of desirable changes, progress, and the develop- 
ment of law towards justice under changing conditions requires the 
establishment of improved procedures. If, on' the other hand, attention 
is concentrated upon the substance of rights, the advocates of security 
and the advocates of change become deadlocked. Each tends to tolerate 
violent procedures on the argument that the end justifies the means. If 
both concentrated on the perfection of procedures, the ends of each 
might eventually be advanced. 

Self-help and violence have both played a dominant role in the Far 
East since the War. We must remember, however, that the states in 
this section of the world entered into permanent relations with each 
other and with the Western world comparatively recently and also that 
peaceful procedures have not uniformly succeeded in the West. It is 
perhaps surprising that the collective machinery which historically 
grew out of the experience of the Western world has played as much 
part as it has in the Pacific area. On the whole such machinery has been 
occupying a role of increasing importance in the Far East during the 
past century at least until the past few years. 

What is likely to be the trend of the future ? We may consider four 
possibilities with respect to the basic power-structure: (1) Japanese 
political dominance ; (2) a Far Eastern balance of power ; (3) a Pacific 
regional organization ; and (4) a strengthening of general international 
organization both in the Far East and elsewhere. 

1. Japanese political dominance of the area accompanied by gradual 
withdrawal of their interests by the other Powers and abandonment of 
efforts to protect the weaker Powers against this Japanese dominance. 
Two difficulties suggest themselves in such a programme : the reluctance 
of certain states, particularly the U.S.S.R., the United States, and 
Great Britain, to abandon established interests in the Far East, and the 
reluctance of all the states of the world to jeopardize the progress made 
towards an organization of peace and security on the basis of equal 
protection of the law, which would result if these principles were given 
up in one large section of the world. Acknowledgement of Japanese 
imperialism in the Far East could be utilized by other states to justify 
such policies in other parts of the world. 
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Apart from these difficulties flowing from the attitudes of the states, 
both those interested in the region and those with no direct interest, 
it may be questioned whether continuous Japanese dominance of this 
area is a practicable policy. China has resources and population much 
greater than Japan, and it may be questioned whether she can con- 
tinually be kept in subordination. The United States has abandoned 
the imperial implications of the Monroe Doctrine with respect to the 
Caribbean and Latin America, in spite of the fact that the American 
population, wealth, and power is in excess of all of the Latin American 
countries put together. Will Japan be able to maintain such a position, 
when her intrinsic position in relation to eastern Asia is far weaker ? 

2. A second possibility is the establishment of a Far Eastern balance 
of power, with Japan and Russia as the principal protagonists. Such 
a balance was doubtless a major factor in maintaining the stability of 
the Far East from 1894 to the World War, and the ambitious policy of 
Japan may be attributed to the serious weakening of Russia as the 
immediate result of the Bolshevist revolution. It seems not improbable, 
however, that this weakening is temporary, and that the balance will 
eventually be restored. The re-entry of Russia into the comity of 
nations, her recognition by the United States, and a strengthening of 
her position through alliance with France have contributed to this 
result. The danger of such a balance, however, is that to maintain it 
might require periodic wars, in the course of which Manchuria and 
China would undoubtedly suffer. The balance, however, might even- 
tually be made more stable through the development of greater 
internal strength in China itself, thus establishing a balance of the 
three Powers surrounding Manchuria, a consummation which could 
easily be further stabilized through a Far Eastern Locarno. 

3. This brings us to the third possibility, namely a Pacific regional 
organization. It is difficult to visualize such an organization which 
would really be effective to maintain peace and stability unless founded 
on a balance of power. At the moment such a balance can hardly be 
made unless Powers whose major interest is not really in the region are 
brought in, and if that is done, the organization ceases to be regional. 
The Washington Conference was not in any genuine sense a regional 
organization of the Far Eastern Powers, and the Powers have sub- 
sequently preferred to utilize genuine world machinery such as the Pact 
or the Covenant. The same tendency can be observed in regard to the 
handling of serious disputes in Latin America, which has a tendency to 
pass from the control of Pan-American organizations to the League of 
Nations. It is possible that regional organization has inherent deficien- 
cies for the maintenance of peace. If moral opinion is to be the main 
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sanction, this would certainly seem to be the case. The united opinion 
of the world is none too much if peace is to be maintained in difficult 
international disputes ; and if action is divided between regional organiza- 
tions and world organizations, public opinion will be confused and will 
lack the definiteness and unanimity which is necessary to bring results. 

This is not to say that a regional organization of the Far Eastern 
Powers might not be desirable for many purposes, particularly for dis- 
cussing changes of the status quo within the region, but it would appear 
that such organizations, like that of the Locarno Powers, should be 
under the supervision of a world organization, which would have sole 
competence whenever an incident arises threatening the peace. The 
main protagonists of a regional organization of the Far East should be 
China, Japan, and the U.S.S.R., although Siam and India might be 
added. As the self-determination of nations progresses, Korea, the 
Philippine Islands, Indo-China, the Dutch Indies, and Manchukuo, if a 
real desire for independence develops in that state, might participate. 
For problems concerning the Pacific, it would seem reasonable to include 
also the United States and the three British Dominions, New Zealand, 
Canada, and Australia, with homelands fronting the Pacific. The intro- 
duction to such an organization of countries whose only interest in the 
Pacific is the possession of colonies or trade would at once convert the 
organization from a regional to a world organization, and it would seem 
better to handle the problems in which such states are interested 
through the League of Nations. 

It is to be observed that few analogies can be drawn between a Far 
Eastern and an American regional organization. The Pan-American 
organization has not been and cannot be an agency for protecting the 
Latin American countries from the United States, although it has been 
of some value in co-ordinating the policies of Latin American countries 
and preserving peace among them. The protection of these countries 
from the United States has depended upon the balance-of-power rela- 
tions of the United States with extra-American Powers, particularly 
with Great Britain, upon a growth in the United States of a sense of 
the economic futility of imperialism, and upon a growing interest of 
American opinion in a peaceful and stable organization of the world. 
There is in the Far East no considerable body of independent states of 
similar power and cultural traditions, such as exist in Latin America. 
Even if the whole Asiatic continent were included, the number of states 
would be much smaller than in Latin America, and the differences in 
culture and in geographical attachments would be so great as to give no 
unity to such an organization. 

4. Considering, finally, the possibility of improved general interna- 
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tional organization as a means of stabilizing the Pacific area, the review 
given indicates a considerable degree of success of the League in many 
of its Far Eastern enterprises. On analysis, its failure in the Manchurian 
question becomes readily explainable and capable of remedy. The 
absence of the United States and Soviet Russia seriously weakened the 
League. Even if the U.S.S.R. had not co-operated, it seems probable 
that the Japanese invasion might have been stopped if the United 
States had immediately stood behind the desire of the League Powers 
to follow their usual tradition of dispatching a commission to the spot 
immediately, in order to report upon the validity of the Japanese claim 
that her initial action was justified by defensive necessity. Invasion 
cannot be stopped by moral opinion unless that opinion becomes crystal- 
lized before the invasion has really begun. It was impossible for this 
opinion to crystallize without an impartial report from Manchuria. 

The Council might, following its precedents, have immediately 
appointed the consuls of the Powers in Manchuria to report on the 
problem, as indeed they did in the Shanghai incident a few months 
later. The effectiveness of the League's action in the latter incident 
may be attributed in no small measure to this circumstance. The United 
States apparently was persuaded by the Japanese ambassador at Wash- 
ington not to support the proposal pending in the League in the latter 
part of September 1931 for such a commission, with the result that the 
critical moment passed without action. 1 

Since the Manchurian incident with its disastrous influence upon 
confidence in the effectiveness of general international organization in 
the Far East, that organization has suffered further severe blows, 
especially in the failure of the League, in spite of its application of 
economic sanctions, to prevent or stop Italian aggression in Ethiopia, 
and the weakening of the Locarno structure, within the framework of 
the League, by Germany's remilitarization of the Rhineland. 

With these failures of the League, public opinion has fallen away 
from it and has also faltered in its support of the Pact of Paris and other 
general international instruments for the prevention of violence and the 
utilization of peaceful methods. 

The United States has manifested by its neutrality legislation in 
1935 and 1936 a hope to obtain security through further isolation. 
This legislation forbids export of arms, ammunition, and implements of 
war, and extension of loans or credits to belligerents. Even more exten- 
sive proposals to isolate the country from commercial contacts with 

1 Clarence Berdahl, 'Relations of the United States with the Council of the League of 
Nations*, American Political Science Review, June 1932, vol. xxvi, pp. 506-7 ; Russell N. 
Cooper, American Consultation in World Affairs, 1934. 
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TABLE 5. LIST OF PACIFIC-SETTLEMENT AND SECURITY OBLIGATIONS 
OF BROAD SCOPE IN BILATERAL TREATIES BETWEEN PACIFIC POWERS 1 



Trim/ f-moN 










State 


Trwtvwith 


Dot* of Treaty 


Kind of Treaty 


Termination CZauM 


Australia* 










Canada* 


United States 


Jan. 11, 1000 


Conciliation and arbitration; 
establishes 'International Joint 
Commission* 


One year's notice 


China 


Netherlands 
U.S.S.R. 

United States 
and Philippines 


June 1, 1015 

May 31, 1024 
(Art. 6) 
Sept. 15, 1014 

June 27, 1030 


Arbitration 
Non-aggression 

Conciliation and delay of hosti- 
lities 
Arbitration 


Ten-year intervals on 
six months' notice 
No provision 

One year's notice 
One year's notice 


France 


Netherlands 
Portugal 

U.S.S.R. 

United States 
and Philippines 


Mar. 10, 1028 
July 7, 1028 

Nov. 20, 1032 
Nov. 20, 1032 
May 2, 1035 

Sept. 15, 1014 
Feb. 6, 1028 


Arbitration, conciliation, and 
no use of non-pacific means 
Arbitration, conciliation, and 
no acts hi aggravation of dis- 
pute 
Conciliation 
Non-aggression 
Mutual assistance under League 
of Nations Covenant, applies 
only in case of aggression of a 
European state 
Conciliation and delay of hosti- 
lities 
Arbitration and conciliation 


Five-year intervals on 
six months' notice 
Five-year intervals on 
six months' notice 

One year's notice 
One year's notice 
One year's notice 

One year's notice 
One year's notice 


Great Britain* 
Australia 
Canada 
India 
New Zealand 


Siam 
United States 
and Philippines 


Nov. 25, 1025 
Sept. 15, 1014 


Arbitration 
Conciliation and delay of hosti- 
lities 


One year's notice 
One year's notice 


India* 










Japan* 


'Manchukuo' 
Netherlands 

U.S.S.B. 


Sept. 15, 1032 
Apr. 10, 1033 

Jan. 20, 1025 
(Art. 5) 


Mutual assistance 
Arbitration and conciliation 

Non-aggression 


No provision 
Five-year intervals on 
six months' notice 
No provision 


Netherlands 4 


China 
France 
Japan 

Portugal 
Siam 

United States 
and Philippines 


June 1, 1015 
Mar. 10, 1028 
Apr. 10, 1033 

Oct. 1, 1004 
Oct. 27, 1028 

Dec. 18, 1013 
Jan. 13, 1030 


Arbitration 

Arbitration, conciliation, and no 
ue of non-pacific means 
Arbitration and conciliation 

Arbitration 
Conciliation, arbitration, and no 
use of non-pacific means 
Conciliation and delay of hosti- 
lities 
Arbitration 


Ten-year intervals on 
six months' notice 
Five-year intervals on 
six months' notice 
Five-year intervals on 
six months' notice 
No provisions 
Five-year intervals on 
six months' notice 
One year's notice 

One year's notice 


New Zealand* 










Philippine 
Islands f 










Portugal 


France 

Netherlands 
United States 
and Philippines 


July 7, 1028 

Oct. 1, 1004 
Feb. 4, 1014 

Mar. 1, 1020 


Arbitration, conciliation, and no 
acts hi aggravation of dispute 
Arbitration 
Conciliation and delay of hosti- 
lities 
Arbitration 


Five-year intervals on 
six months' notice 
No provisions 
One year's notice 

One year's notice 



See Great Britain. 



t See United States. 



IN THE PACIFIC 



429 



Trtttty-malcing 










State 


Treaty with 


Date of Treaty 


Kind of Treaty 


Termination Clause 


8Um 


Netherlands 


Oct. 27, 1029 


Conciliation, arbitration, and no 


Five-year intervals on 








use of non-pacific means 


six months' notice 




Great Britain 


Nov. 25, 1026 


Arbitration 


One year's notice 




Canada 










Australia 

Tnrilft. 










New Zealand 








Union of Socia- 


France 


Nov. 29, 1932 


Conciliation 


One year's notice 


list Soviet He- 




Nov. 29, 1932 


Non-aggression 


One year's notice 


publics 




May 2, 1935 


Mutual assistance under League 


One year's notice 








of Nations Covenant, applies 










only In case of aggression of a 










European state 






Japan 


Jan. 20, 1925 


Non-aggression 


No provisions 






(Art. 5) 








'Mongolia* 


Mar. 12, 1930 


Mutual assistance 


No provisions 




United States 1 


Sept. 18, 1914* 


Conciliation and delay of hosti- 


One year's notice 




and Philippines 




lities 








Nov. 16, 1933 


Exchange of notes ; non-aggres- 


No provisions 








sion (Recognition accorded) 




United States* 


Great Britain 


Sept. 15, 1914 


Conciliation, delay of hostilities 


One year's notice 


and Philippine 


Australia 








Islands 


Canada 










India 










New Zealand 










Canada 


Jan. 11, 1909 


Conciliation, arbitration ; estab- 


One year's notice 








lished 'International Joint 










Commission' 






China 


Sept. 15, 1914 


Conciliation, delay of hostilities 


One year's notice 






June 27, 1930 


Arbitration 


One year's notice 




France 


Sept. 15, 1914 


Conciliation, delay of hostilities 


One year's notice 






Feb. 6, 1928 


Arbitration and conciliation 


One year's notice 




Netherlands 


Dec. 18, 1913 


Conciliation and delay of hosti- 


One year's notice 








lities 








Jan. 13, 1930 


Arbitration 


One year's notice 




Portugal 


Feb. 4, 1914 


Conciliation and delay of hosti- 


One year's notice 








lities 








Mar. 1, 1929 


Arbitration 


One year's notice 




Union of Socia- 


Sept. 18, 1914 1 


Conciliation and delay of hosti- 


One year's notice 




list Soviet Re- 




lities 






publics 


Nov. 16, 1933 


Exchange of notes ; non-aggres- 


No provisions 








sion ; Recognition accorded 





NOTES TO TABLE 5. 

1 This list does not include compromissory clauses relating to arbitration of future disputes about a parti- 
cular treaty or a particular subject nor to eompromis providing for the arbitration of existing disputes. For 
such engagements in force in 1929 see Max White, Problems of the Pacific, 1929, pp. 610-20. 

Apart from the League of Nations Treaty Series, the United States Treaty Series, and United States 
Treaty Information Bulletin, the following collections and analyses of Pacific Settlement and Security 
Treaties were found useful in preparing this list: Max Habicht, Pout-War Treaties for the Pacific Settlement 
of International Disputes, Cambridge, U.S.A., 1931 ; League of Nations. Arbitration and Security, Legal, 
1926, V 14 ; Philip C. Jessup, 'The United States and Treaties for the Avoidance of War', InternatioruUCon- 
ciliation, April 1928, No. 239 ; Norman L. Hill. ' Post- War Treaties of Security and Mutual Guarantee', ibid.. 
November 1928, No. 244; 'British Arbitration Policies', ibid., February 1930, No. 257; 'International 
Commissions of Inquiry and Conciliation', ibid., March 1932, No. 278; Max R\ White and Stephen A. 
Heald, op. ctt. 

* Great Britain has ordinarily made pacific-settlement treaties applicable to all parts of the British 
Commonwealth of Nations. A defensive alliance was made with Japan on January 30, 1902, and renewed 
in 1905 and 1911, but terminated by the Four-Power Treaty concerning insular possessions made at the 
Washington Conference in 1921. Arbitration treaties were made for five years with France on October 14. 
1903, renewed hi 1908, 1913, 1918, and 1923; with Portugal, November 16, 1904. renewed 1909, renegotiated 
1914, renewed 1919. 1925, and 1926; and with the United States, April 4, 1908, renewed in 1913, 1918, and 
1923. These expired in 1928 and 1931. (See also note 6.) The arbitration treaty with Siam, still in force, is 
of similar type. 

* For Japanese treaties no longer in force with Great Britain and the United States see footnotes 2 and 6. 

* The Netherlands arbitration treaties with China and Portugal provide for arbitration of all disputes 
except, in the latter case, disputes concerning Independence or autonomy. That with France provides an 
elaborate procedure for arbitration or judicial settlement of all disputes not settled by conciliation, with 
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belligerents have emerged as a result of the discussions aroused by the 
hearings of the special Senate Committee on the Munitions Industry 
(the Nye Committee). Among these proposals are the complete elimina- 
tion of exports to belligerents, trade at the shipper's risk, barring of 
American travellers or ships from war zones, and the prevention of the 
use of American ports by armed merchant vessels and submarines for 
any purpose. 

It is true that American consultation with other Powers upon any 
threatened violation of the Pact of Paris, with the object of preventing 
or stopping war, has been proposed. Such consultation even seems 
to be required by the recently ratified Argentine Anti-War Treaty. 
Advocates of such a policy believe that if the moral pressure of such 
a consultation to stop fighting is unsuccessful, the United States should 
collaborate in determining the aggressor and should then discriminate 
in the application of embargoes in favour of the victim of aggression. 
Such bodies as the National Peace Conference, representing twenty- 
nine peace organizations in the United States, have supported such a 
programme, but it has not commanded large support in Congress. 

The Foreign Relations plank of the Republican platform adopted at 
Cleveland in June 1936 was drawn by Senator Borah of Idaho and 
explicitly opposes membership in the League of Nations or the World 
Court, in respect of the latter reversing previous Republican platforms. 
The Democratic platform is less isolationist, and explicitly reaffirms the 
Pact of Paris and the reduction of international economic barriers by 

NOTES TO TABLE 5 (continued). 

submission to the League of Nations Council as an alternative. The French and Siamese treaties provide for 
settlement of legal disputes (denned by the four categories listed in Article 13 of the Covenant and Article 
36 of the Court Statute) by the Permanent Court of International Justice. In the Siamese treaty other 
disputes are to be settled by conciliation. 

* It is not certain that this treaty made by Tsarist Russia is still in effect for the U.8.8.R. The U.S.S.R. 
has regarded some of the Tsarist treaties as still in effect, as, for instance, the Treaty of Portsmouth with 
Japan (see Japan-Soviet Treaty, January 20, 1925, Art. 1), and it has regarded some as no longer in effect, 
as, for instance, imperialistic treaties made with or concerning China (Declarations of 1919 and 1920 con- 
firmed in China-Soviet Treaty. May 31, 1924, Arts. 3, 4) and secret treaties (Statement by Trotsky, Novem- 
ber 27, 1917, U.S. Foreign Relations, Rtutia, 1918, vol. i, p. 249). There seems to have been no statement 
in regard to the status of the Tsarist treaties with the United States, but this one and others were listed as 
in force by the United States Department of State on December 31, 1932, before recognition had been 
accorded to the U.8.8.E. (Dept. of State, Treaty Information, Supplement to Bulletin No. 39, December 
1932, p. 19). According to general international law, such treaties would seem to continue. 

The United States treaties here referred to all Include the Philippine Islands. It is not believed that the 
Commonwealth status which the Islands acquired in 1935 as a result of Congressional legislation of March 
24, 1934. affects the applicability of American treaties to them. The United States' pacific-settlement 
treaties fall Into distinct types. The Conciliation or Advancement of Peace treaties were originated by 
Secretary of State Bryan and provide for a permanent conciliation commission of flvo members before which 
all disputes in which diplomacy has failed and which are not submitted to arbitration or similar procedure 
hall be laid for Investigation and report, during which time, usually a year, the parties agree not to resort 
to war or hostilities. The arbitration treaties now in force wore originated by Secretary of State Kellogg and 



in the United States requires consent of two-thirds of the Senate. These Kellogg treaties superseded the Root 
treaties concluded first by Secretary Root in 1908 for five-year periods, but which were allowed to lapse in 
1928. These provided for arbitration of legal questions unless they concerned independence, national 
honour, vital interests, or the interests of third* states and also required Senate approval of the eompromu. 
Treaties of this type with Great Britain (April 4, 1908) and Japan (May 6, 1908) lapsed in 1928 and new 
arbitration treaties have not been negotiated. 
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reciprocal agreement. It, however, favours neutrality, opposes econo- 
mic entanglement in wars, and passes by the League of Nations and 
World Court issue in silence. The platform of the Third Party, led by 
Congressman Lemke of North Dakota, is even more isolationist than the 
Republican platform. 

Against these manifestations of an isolationist tendency is to be 
noted the recent ratification of the Argentine Anti-War Treaty, which 
suggests the duty to discriminate against the aggressor and requires the 
parties to observe the Stimson Non-Recognition Doctrine. The present 
administration has favoured an extension of collective action for peace 
in Pan-American conferences and has abandoned the remaining 
evidences of American imperialism to the South by the 'Good Neighbor 
Policy'. During the Italian-Ethiopian War the administration unques- 
tionably made every effort to avoid action which would interfere with 
the efficiency of sanctions, although under strong pressure from Italian- 
American organizations and American isolationists to pursue a different 
policy. The administration has also asserted that it intends no modifica- 
tion of the traditional American policy in the Far East, as set forth 
in the Washington Conference Treaties, including the Stimson Non- 
Recognition Doctrine. 

While confidence in the capacity of the collective system to preserve 
peace is now at a low ebb, attitudes on such topics may change with 
surprising rapidity. Public opinion is apt to receive exaggerated 
impressions of the significance both of failures and successes of such 
institutions. The recent failures of the collective system may have been 
influenced by particular circumstances rather than by weakness in the 
general procedure of existing international organization. Such is the 
suggestion of recent discussions of * collective security' and * peaceful 
change 1 . 1 Yet the public opinion with reference to such institutions is 
of unquestioned importance, because it is from such opinion that they 
gain their strength. 

It is believed that an abundance of diplomatic machinery exists for 
the solution of controversies among the Pacific Powers. The addition 
of new treaties and new procedures may weaken rather than strengthen 
the existing system. The problem of improving the diplomatic machi- 
nery of the Pacific is not to be solved by more machinery, but by more 
universal ratification of the treaties which exist, especially the Covenant 
and the Argentina Anti-War Treaty, and more determination on the 

1 The International Studies Conference (London, 1035) dealt with 'collective security', 
and the conference of 1937 is to deal with 'peaceful change 1 . See also Proceedings of the 
American Society of International Law, April 1936, on 'Peaceful Change 1 , and the 
Norman Wait Harris Memorial Foundation Institute, June 1936, on 'Neutrality and Col- 
lective Security*. 
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part of public opinion to make the procedures specified by these treaties 
work. Some amendments to these treaties may be desirable, but amend- 
ments should be considered rather from the point of view of their 
influence in bringing the support of all the Pacific Powers to the machi- 
nery than from a belief that the details of procedure are not now 
adequate. With such universalization of support, renewed confidence 
in the possibilities of collective security and peaceful change through 
these instruments may be established. 
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APPENDIX I 
CONFERENCE MEMBERSHIP AND COMMITTEES 

AUSTRALIA 

HON. F. W. EOOLESTON. Formerly Attorney-General and Minister of Railways of 
Victoria; Chairman, Commonwealth Grants Commission. (1927, 1929 1 ) Chairman. 

D. B. COPLAND. Dean, Faculty of Commerce, University of Melbourne. 

Miss CONSTANCE DUNCAN. Secretary, Bureau of Social and International Affairs. 
Melbourne. 

E. C. DYASON. Mining engineer and stockbroker, Melbourne. 

W. M. GRAY. Research Secretary, Section of Austral- Asiatic Affairs, Australian Institute 
of International Affairs, Melbourne. 

J. F. NIMMO. Formerly Economic Adviser, Commonwealth Grants Commission; Lec- 
turer, University of Melbourne. 

Miss B. A. ROUGH. Assistant to the Economic Adviser of the Bank of New South Wales, 
Sydney. 

N. B. TINDALE. Ethnologist at the Adelaide Museum; Lecturer in Japanese, University 
of Adelaide. 

Secretary 

JACK SHEPHERD. Hon. Secretary, Australian Institute of International Affairs ; Assistant 
History Lecturer, University of Sydney. 

CANADA 

HON. NEWTON W. ROWELL, K.C. Member, Imperial War Cabinet, 1918; Canadian 

Government representative at First Assembly, League of Nations, 1920; Toronto. 

(1925, 1929, 1933) Chairman. 
P. C. AKMSTRONG. Consulting agriculturist, Dept. of Colonization and Development, 

1926-30; Canadian Pacific Railway, Montreal. 

J. W. BEATON. Metropolitan Secretary, Y.M.C.A., Montreal. (1927) 
G. E. BRITNELL,. Assistant Professor of Economics, University of Saskatchewan. 
MBS. PIERRE CASORAIN. President, League of Women's Rights ; wife of Hon. Pierre 

Casgrain, Speaker of the House of Commons of Canada. 
J. W. DAPOE. Editor-in-chief, Winnipeg Free Press ; President, Canadian Institute of 

International Affairs; Member, Canadian Delegation to the Peace Conference, 

1919. 
Miss WINNIFBED KYDD. Dean of Women, Queen's University, Kingston ; Canadian 

Delegate, Disarmament Conference, 1932 ; League of Nations Assembly, 1935. 
D. A. MCGREGOR. Editorial Staff, Vancouver Province. (1929) 
N. A. M. MACKENZIE. Professor of International Law, University of Toronto. (1931, 

1933) 

D. B. MACRAE. Editor-in-chief, JKegina Leader Post. (1933) 

G. R. PARKIN. In charge of foreign investments, Sun Life Assurance Company, Montreal. 
A. F. W. PLUMPTRE. Lecturer in Political Economy, University of Toronto. 

F. R. SCOTT. Professor of Civil Law, McGill University. 
SIDNEY E. SMITH. President, University of Manitoba, Winnipeg. 

F. H. SOWARD. Professor of History, University of British Columbia, Vancouver. (1933) 

E. J. TARR, K.C. President, Monarch Life Assurance Company, Winnipeg. (1929, 1933) 
R. C. WAXLACE. President, Queen's University, Kingston. (1933) 

R. H. WRIGHT. Assistant Professor of Chemistry, University of New Brunswick, 
Fredericton. 

1 Dates in bracket* after names indicate attendances at previous conferences. 
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Secretaries 

ESCOTT REID. Toronto. National Secretary, Canadian Institute of International Affairs. 
(1933) 

J. R. BALDWIN. TREVOR LLOYD. 

J. FLAVELLE BARRETT. Ross H. MACDONALD. 

Miss JOAN BONNYOASTLE. (1933) RONALD MARTLAND. 

JAMES E. COYNE. A. M. STEWABT. 

CHINA 

Hu SHIH. Chairman, China Institute of Pacific Relations; Bean of the College of Arts, 

National University of Peking, Peiping. (1931,1933) Chairman. 
CHANG CHUNG -ru. Professor of Diplomatic History, National University of Peking, 

Peiping. 

P. C. CHANG. Professor of Philosophy, Nankai University, Tientsin. (1931, 1933) 
W. T. CHEN. Former Dean of Lingnan University, Canton; visiting Professor of 

Chinese Philosophy, University of Hawaii. 

CHI CH'AO-TING. Author of Key Economic Areas in Chinese History ; New York. 
LEONARD S. L. Hsti. Professor of Sociology, Yenching University, Peiping ; Adviser to 

the National Economic Council. 
T. Z. Koo. Associate General Secretary, World Student Christian Federation, Geneva 

and New York. (1931) 
KAN LEE. Member of the National Tariff Commission ; China Institute of Economics 

and Statistical Research, Shanghai. 
Y. S. LEONG. Statistician, Washington, D.C. 
LOWE CHUAN-HUA. Director, Shanghai Office, China International Famine Relief Com* 

mission. 

N. WING MAH. Professor of Political Science, University of California, Berkeley. 
CHJHMENG. Associate Director, China Institute in America, New York. (1933) 
C. S. SHEN. Yee Tsoong Tobacco Company, Shanghai. (1933) 
FRED C. SZE. General Manager, Joint Savings Society, Shanghai. 
Y. Y. Tsu. Professor of Sociology, St. John's University, Shanghai. 
LEONARD T. K. Wu. Research Associate, Institute of Social Sciences, Academia Sinica, 

Nanking. 

Secretaries 

Liu YU-WAN. Executive Secretary, China Institute of Pacific Relations. (1931, 1933) 
TENNYSON CHANG. H. G. SHIH. 

MRS. PARDEE LOWE. Miss CLARA TOM. 

FRANCE 
ALBERT SARRATTT. Former Governor-General of Indo -China; Former Prime Minister 

"of France ; President, Comit6 d'fitudes des Problemes du Pacifique. Chairman. 
fi-TTENNE DENNERY. Secretary. General, Centre d'fitudea de Politiquefitrangere ; Professor, 

cole des Sciences Politiques, Paris. (1933) 

JEAN LAURENT. Former Secretary to M. Poincar6 ; Director, Bank of Indo-China. 
ANDRE TOUZET. Former Colonial Governor ; Assistant Director of Finances of Indo- 
China. 

Secretary 

ROGER LEVY. Secretary -General, Comit6 d'fitudes des Problemes du Pacifique, Paris. 
(1933) 

JAPAN 

TADAO YAMAKAWA. Vice-Chairman, Japanese Council, I.P.R. ; Former Chief, Depart- 
ment of Treaties, Foreign Office ; Member of House of Peers. Chairman. 

LLEUT. -GENERAL RIHACHIRO BANZAI, retired. Former military Adviser, Chinese 
Government ; Member of House of Peers. 
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KYOHEI HAMANO. Japan Cotton Trading Co. 

YAMATO ICHIHASHI. Professor of History, Stanford University. 

KIYOSHI KANAI. South Manchuria Railway Company. (1029, 1931) 

CHIKAYOSHI NAGAKUBA. Manager, New York Office, South Manchuria Railway Com- 
pany. 

SHIROBHI NASU. Professor of Agricultural Policy, Tokyo Imperial University ; Member, 
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APPENDIX III 
CONFERENCE PROGRAMME 

SATURDAY, AUGUST 16 

8.00-9.00 Opening Session. 

Speakers: NEWTON D. BAKER, Chairman, Pacific Council, and Chairman of 

the Conference : Opening Address. 
W. L. HOLLAND, Research Secretary: Address on 'National Policies in the 

Pacific : The Background of the Yosemite Conference Discussions'. 

SUNDAY, AUGUST 16, TOPIC 1, UNITED STATES 

9.00-10.00 Introductory Plenary Session. Speakers: J. 8. DAVIS, T. J. KKEPS. 
10.16-12.00 Four Round Tables. 

12.15-1.00 Meeting of Chairman, Vice-chairmen, General and Group Rapporteurs and 
Secretaries of all Round Tables. 1 

MONDAY, AUGUST 17, TOPIC 1, CONCLUDED 

9.00-10.30; 10.45-12.00 Four Round Tables. 

8.00-9.30 Concluding Plenary Session. Speakers: H. BELSHAW, LEONARD Hsu, 
A. F. W. PLUMPTRE, CHESTER H. ROWELL, G. ELLIOT-SMITH. 

TUESDAY, AUGUST 18, TOPIC 2, JAPAN 

9.00-10.00 Introductory Plenary Session. Speakers : K. OSHIMA, A. V. ALEXANDER. 
10.16-12.00 Four Round Tables. 

WEDNESDAY, AUGUST 19, TOPIC 2, CONTINUED 

9.00-10.30; 10.45-12.00 Four Round Tables, 

THURSDAY, AUGUST 20, TOPIC 2, CONCLUDED 

9.00-10.30; 10.46-12.00 Four Round Tables. 

8.00-9.00 Concluding Plenary Session. Speakers: Y. TSURUMI, SIR KENNETH 
WIGRAM, NEWTON D. BAKER. 

FRIDAY, AUGUST 21, TOPIC 3, U.8.S.R. 

9.00-10.00 Plenary Session. Speakers: MRS. B. WOOTTON, V. ROMM. 
10.15-12.00 Single Round Table. 

SATURDAY, AUGUST 22, TOPIC 3, CONCLUDED 

9.00-10.30; 10.45-12.00 Two 8 Round Tables. 

8.00-9.00 Concluding Plenary Session. Speakers: V. E. MOTYLEV, N. W. ROWELL, 
MRS. B. WOOTTON. 

MONDAY, AUGUST 24, TOPIC 4, CHINA 

9.00-10.00 Introductory Plenary Session. Speakers: T. A. BISSON, Hu Snra. 
10.16-12.00 Four Round Tables. 

TUESDAY, AUGUST 25, TOPIC 4, CONCLUDED 

8.46-9.15 Plenary Session. Speaker: K. YOSHIZAWA. 
9.16-10.30; 10.45-12.00 Four Round Tables. 

8.00-9.00 Concluding Plenary Session. Speakers : F. V. FIELD, P. C. CHANG, The LORD 
SNELL. 

1 Meetings of these Hound-Table Officers were held at this hour throughout the Conference when there 
were Round-Table discussions. 
1 The U.8.3.B. Group consisted of only two members. 
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WEDNESDAY, AUGUST 26, TOPIC 5, THE CHANGING BALANCE OF FORCES IN THE PACIFIC 
AND THE POSSIBILITIES OF PEACEFUL ADJUSTMENT 

9.00-10.30 Introductory Plenary Session. Speakers : J. G. MCDONALD, F. W. EGGLESTON, 

H. VAN MOOK. 

10.45-12.00 Four Round Tables. 
8.00-9.00 Plenary Session. Speakers : A. SARRAUT, H. BONNET, L. LORWIN. 

THURSDAY, AUGUST 27, TOPIC 5, CONTINUED 

9.00-10.30; 10.46-12.00 Four Hound Tables. 

Two Hound Tables discussed political aspects of the subject outlined in the 
Syllabus of Discussion, namely 'Redistribution of Power in the Pacific* ; 
and two Hound Tables discussed economic aspects, namely 'Problems of 
Trade Rivalry, Markets, and Access to Haw Materials'. 

FRIDAY, AUGUST 28, TOPIC 6, CONTINUED 

9.00-10.30; 10.46-12.00 Four Round Tables. 

SATURDAY, AUGUST 29, TOPIC 6, CONCLUDED 

9.00-10.30 Concluding Plenary Session. Speakers : A. V. ALEXANDER, K. YOSHIZAWA, 

A. SARRAUT. 
10.46-12.16 Conference Critique: Plenary Hound Table. 



APPENDIX IV 
ROUND TABLE DISCUSSION SYLLABUS 

The original discussion outlines as distributed to members before the Conference contained 
forty to fifty questions for each of the five topics. The list printed below gives the questions 
selected from the final section of each set of questions (those dealing with 'international 
implications') and actually used in the course of the meetings after revision by the Pro- 
gramme Committee in respect of certain questions of phraseology and sequence. 

TOPIC 1, UNITED STATES 

Has there been any shift in American policy in the Pacific, particularly in the Far 
East, under the present Administration ? 

What have been the effects of the various measures to regulate foreign trade on the 
United States 1 relations with Japan, China, Canada, the U.S.S.R., the Philippines ; e.g. 
export and shipping subsidies ; special trade agreements, <fcc. T 

What are the possibilities for a further development of the policy of reciprocal trade 
agreements between the United States and other Pacific countries, either directly or 
with reference to third markets ? 

In what ways has the A.A.A. affected the volume and direction of American exports 
of agricultural products ? Are these effects likely to be continued under the Soil Con- 
servation Programme ? What significance does this have for the export trade of other 
agricultural exporting countries in the Pacific, e.g. Canada, Australia, and New Zealand ? 

What is the likelihood that the problem of the export surplus will be met by a reduc- 
tion of the United States tariff to promote foreign trade rather than by a continuation 
of restrictions on agricultural production ? 

In what ways has the American monetary policy affected other Pacific countries ? 
In particular, what has been the effect of the American silver purchase programme on 
the financial situation in China ? Has the control of the silver market by the United 
States affected, or is it likely to affect, British financial interests in the Far East ? What 
effect did the depreciation of the American dollar have upon Japan's programme of 
economic expansion ? 

To what extent has the depreciation of the American dollar increased the com- 
petitive efficiency of the United States in the China, Australia, and New Zealand 
markets ? How does it compare with that of Japan in these and other Pacific markets ? 
What products are chiefly involved in American- Japanese trade competition and in what 
markets is this competition most acute ? 

Does the total policy of the present Administration indicate that the potential China 
market is regarded as of vital importance for American Economic development ? that 
it is regarded as of greater importance than the value of the present Japanese market ? 
Is it likely that the United States will take active measures to prevent a complete control 
of the China market in the interests of Japan ? What groups in the United States favour 
this policy ? What are the possible methods by which such a policy could be put into 
effect ? What alternative policies are open to the United States in its relations with 
China and Japan ? 

What is the significance for future American policy in the Pacific of the building up 
of the navy ? How effective can the American navy be as an instrument for enforcing 
American policy in the Far East, (a) operating independently, (6) if used in collaboration 
with the League of Nations or with Great Britain ? What are the possibilities for effective 
Anglo-American co-operation in maintaining American and British interests in the 
Far East T 

What American policy toward the Philippines would do most to relieve potential 
sources of international friction f What is the significance for American policy of (a) the 
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new armament programme in the Philippines, (6) the retention of American military and 
naval bases in the Philippines ? 

How does the present neutrality policy of the United States affect the chances of 
American participation in any form of collective action in the Pacific T Judging from 
present trends in American opinion, in what types of international political or economic 
adjustments would the United States be willing to co-operate T 

TOPIC 2, JAPAN 

On the side of the other Pacific Powers, what are the economic issues at stake when 
considering Japanese competition either in home or neutral markets ? 

(a) To what extent have the policies and actions of other countries as against Japan 
furnished the motive for Japanese expansion ? Which countries are most directly impli- 
cated ? In respect of what particular action T 

(6) To what extent is it correct to say that the policy (i) of the British Colonial Office, 
(ii) of the individual British Dominions is directed exclusively against Japan ? 

(c) What is the measure of the loss caused to Japan by the action taken (i) in various 
parts of the British Commonwealth, (ii) in other territories, particularly the Netherlands 
East Indies? 

(d) What is the effect on the local populations of encouraging or restricting the sale 
of low-priced Japanese goods, especially in agricultural colonial regions ? 

(e) To what extent does the free admission of low-priced Japanese goods work unfairly 
against the legitimate interests and commercial goodwill of both western and indigenous 
producers and merchants ? In what form and to what extent has the export of low- 
priced Japanese goods contributed to the welfare of the peoples of Pacific countries ? 

(/) How far can Japanese economic expansion be regarded as a phase of the process 
of equalizing levels of living as between Orient and Occident ? How far can it be viewed 
as a force tending to depress western levels of living ? To what extent are the differences 
likely to persist ? How best can the process of equalization or adjustment be furthered ? 

For each of the Pacific countries, what is the economic stake threatened by Japanese 
trade competition ? How large a part of the alleged danger comes from imports of 
Japanese goods into the country concerned? How much from competing sales of 
Japanese goods in a third territory ? 

What specific interests were at stake in the following controversies: (a) the Japan- 
India dispute ; (b) the Japan-Netherlands India dispute ; (c) the Japan-Canada dispute ; 
(d) the Japan-Australia dispute ; (e) the general complaint concerning the closing of the 
Open Door in Manchuria and North China ? 

To what extent has Japanese expansion been influenced by factors other than the 
desire for commercial profit, e.g. strategic considerations, desire for population outlets, 
or for access to raw materials ? In what ways do such factors affect Japan's political 
relations with the United States and Great Britain ? 

Are there grounds for apprehension on the part of the commercial interests of other 
foreign Powers regarding the possibility of China being led to make to Japan tariff or 
other commercial concessions of a preferential nature, and disadvantageous to the third 
parties concerned ? 

How far is it true that with special access to the Chinese as well as the Manchurian 
market, the Japanese commercial rivalry in other world markets such as Latin America 
and South-Eastern Asia, would become less intense? To what extent can Japan's 
expansion into these new territories be attributed to closing of former trade outlets, 
e.g. in Chin* because of the boycott and the silver crisis, or in the British Empire 
because of new tariffs and quotas ? What indications, if any, exist as to the probable 
aitifaKte of the Western powers, especially Great Britain and the United States, to a 
closing of the Open Door not only in Manchuria and North China, but also in central 
China? 

Judging by the conduct and settlement of recent controversies over Japanese trade 
competition, what methods of adjustment are likely to secure the greatest measure of 
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general satisfaction ? (Consider here the methods of settling the India dispute special 
conference and quota arrangement; the Netherlands India dispute deadlocked ; the 
Canadian dispute ordinary diplomatic channels ; the Philippines quota arrangement 
ordinary channels.) 

What are the possibilities of making a satisfactory allotment of export markets in 
specified commodities, e.g. piece goods, chinaware, Ac., between Japan and other 
nations T Should such allotments be bi-lateral or multilateral ? Should the division be 
by territories or by commodities and grades of commodities ? 

With what countries and in what commodities could direct barter arrangements with 
Japan be successfully made ? Are there practical possibilities of triangular trade agree- 
ments, e.g. with Japan, Netherlands, India, and the United States 7 Along what lines 
could reciprocal tariff reductions between Japan and other Pacific countries be made 
without serious disturbances of production on either side ? 

TOPIC 3, U.S.S.R. 

In what way is the industrialization of the Soviet Far East likely to affect Soviet 
Pacific trade in the short run and in the long run ? Is it possible that a large or growing 
trade between the United States, China, or Japan will be established ? If so, on what 
basis 7 What products would be involved 7 Is it likely that the industrialization of 
Siberia and the shift to the East of the economic centre of the U.S.8.R. will mean the 
appearance of the U.S.3.R. as a serious competitor for the markets of the Pacific 7 

What effect will the North Polar Sea Route have on trade 7 

How far has the growing industrial development of the U.S.S.R. enabled it to assist 
the economic development of other countries 7 What light do the Soviet relations with 
the Mongolian People's Republic throw on this question 7 How far are economic 
developments in some parts of China (Sinkiang) influenced by Soviet industrializa- 
tion? 

What are the international effects and the significance of the industrialization of the 
Asiatic part of the U.S.S.R. 7 To what extent has it strengthened the security and the 
military position of the U.S.S.R. in the Far East 7 What are its effects on Soviet- 
Japanese relations 7 What are its effects on peace in the Far East 7 

What are the international effects and the significance of the Soviet economic policy 7 
Does it do away with any of the stimuli for expansion 7 

What are the international effects and the significance of the Soviet nationality policy 7 
What are its influences and repercussions in Asiatic countries 7 

Did the economic development of the U.S.S.R. influence the United States Govern- 
ment in its decision to recognize it 7 

What effect has this recognition had on the international political balance in the 
Pacific 7 

Is it likely that the present attitude toward contact with the U.S.S.R. which officially 
prevails in Canada, Australia, and New Zealand will continue for a long period 7 

What would be the international implications of an eventual understanding between 
Japan and Germany, directed against the U.S.S.R. 7 What would be the attitude of 
Great Britain and the United States to such a coalition 7 

To what extent can the growing strength of the U.S.S.R. be regarded as an important 
force for the preservation of world peace 7 

By what issues were the efforts to establish a border commission between Japan and 
the U.S.S.R. hindered 7 What other form of joint commission could be devised which 
would recognize Japan's responsibility for actions of the people of Manchuria 7 On what 
issues have the efforts to conclude a non-aggression pact failed 7 

What methods have been adopted to settle the fisheries controversy between U.S.S.R. 
and Japan 7 How do these differ from the arrangements between Canada and the United 
States with regard to the Eastern Pacific 7 What further compromise is needed, either 
in allotment of fishing grounds or in fixing the rate of exchange between the yen and 
the rouble 7 
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TOPIC 4, CHINA 
CHINESE RECONSTRUCTION: AIMS AND ACHIEVEMENTS 

What are the main features in the reconstruction programme of the National Govern- 
ment to-day ? What important changes in the original programme have been made since 
1933? (Consider here: road and railway construction; rural rehabilitation; control of 
opium production and trade; reforms in land tenure and taxation; flood protection 
works.) 

What concrete benefits can be attributed since 1931 to the reconstruction measures 
of the National Government ? How has the economic life of rural China been affected 
thus far by the development of roads T 

In fostering the development of rural co-operatives, what changes in Chinese agricul- 
tural organization does the Government aim to bring about ? Will the development 
of co-operatives provide a means for city banks to extend their influence over rural 
districts and to supplant the village money-lender ? 

To what extent is China's economic reconstruction dependent on the assistance of 
the large city banks ? How far have these banks already been persuaded or compelled to 
absorb the Government's deficit bonds ? How far can large-scale measures of reconstruc- 
tion be carried out without foreign capital ? 

What are the principal obstacles now hindering the progress of the Government's 
reconstruction plans ? To what extent will a successful fulfilment of these plans con- 
solidate the political and military position of the Government ? 



THE COMMUNIST MOVEMENT IN CHINA 

What programme of economic development and reconstruction is offered by the 
Chinese Communist Movement ? In what respect does such a programme run counter 
to the work of the present administration. 

What are the immediate and ultimate aims of the Government in its schemes of rural 
rehabilitation for the former Communist regions of Kiangsi and Fukien ? How far has it 
been possible to carry out the announced plans of radical reforms in land tenure, taxa- 
tion, and usury ? 

INTERNATIONAL IMPLICATIONS OF CHINESE RECONSTRUCTION 

What are the larger international implications of Chinese economic and social recon- 
struction, (a) as regards Far Eastern diplomatic relations, (6) as regards foreign trade 
and investment in China ? 

What are the specific objections of the Japanese Government to foreign help in schemes 
for Chinese reconstruction T Does this attitude of the Japanese Government preclude 
all possibility of assistance to China from other nations ? Along what lines would the 
Japanese Government finance, or participate directly in, projects for the economic 
development of China ? Would such action on the part of Japan require the threat or 
the use of force, or could it be carried out as a result of diplomatic agreement with the 
Chinese Government T 

What are the possibilities of the National Government co-operating with the Left 
groups in the near future for the purpose of opposing Japanese penetration and paving 
the way for carrying out their respective programmes ? In the case of such a united front 
what would be the attitude of the foreign powers other than Japan T 

How far could Japan obtain her economic demands, e.g. for raw cotton, without the 
necessity for military action in North China ? 

How far has the National Government been hindered in carrying out its reconstruction 
programme by the existence of extra-territorial rights, the foreign concessions and 
foreign banks in China ? 
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TOPIC 6, THE CHANGING BALANCE OF FORCES IN THE PACIFIC AND 
THE POSSIBILITIES OF PEACEFUL ADJUSTMENT 

THE REDISTRIBUTION OF POWER IN THE PACIFIC ABEA 

What changes have occurred in recent years in the distribution of power among the 
Pacific countries, in particular China, Japan, the U.S.3.R., the United States, and 
Great Britain ? 

To what extent have these changes rendered obsolete existing treaties and other 
diplomatic machinery ? 

To what extent is the redistribution of political power the outcome of the economic 
maladjustments discussed in the first four Round Table topics, and to what extent is it 
the result of political factors peculiar to the Pacific area ? 

How far is it possible or desirable (a) to repair or strengthen what is still applicable of 
existing machinery in order to preserve or restore as much as possible of the previous 
distribution of power ? (6) to create new machinery for the maintenance of peace and 
security based on the acceptance of the present distribution of power ? 

POSSIBILITIES OF PEACEFUL ADJUSTMENT 
Problems of Trade Rivalry: 

What type of bi- or multi-lateral trade agreement would be best suited to the needs 
of Pacific countries, in particular the United States, Great Britain, and Japan ? How 
far would the operation of such agreements be affected by the existence of most-favoured 
nation clauses in existing treaties ? 

Have the Governments of Pacific countries sufficient control over the economic activi- 
ties of their nationals to ' manage ' foreign trade along lines such as have been suggested ? 

What changes in the relations of Government to business in each of the countries 
would be necessary to effect such control as that designated above ? Are these changes 
probable ? What groups support them ? What groups are opposed ? 

To what extent would a regulation of the character and direction of foreign trade 
necessitate regulation of shipping practices, foreign investments, foreign exchange, migra- 
tion, and labour conditions ? What degree of agreement in this last respect might be 
secured in the Pacific area if initiative were taken by the International Labour Office ? 

Problems of Markets and of Access to Raw Materials: 

What would be the interpretation placed upon the expression 'guaranteed access to 
raw materials* by each of the Pacific countries ? 

What is the actual position of each Pacific country with regard to access to raw 
materials, in peace ? in war ? 

In particular, what are Japan's demands with regard to access to raw materials? 
What materials are involved ? How can Japan's needs be met ? 

How would a scheme of guaranteed access affect (a) those Pacific countries partici- 
pating in a plan of collective action against an aggressor ? (6) countries maintaining a 
policy of neutrality ? 

How far does the experience gained in the operation of existing schemes for restriction 
and control of commodities in the Pacific area offer any guidance for establishing a plan 
to guarantee access to raw materials and to markets ? Distinguish between international 
and domestic restriction schemes. 

Political Problems: 

What are the possibilities of establishing an effective system of collective security in 
the Pacific ? What attitude would be taken by each of the powers with respect to such 
a system? To what extent and on what points would attempts to apply collective 
machinery be blocked on the ground that special national rights and interests were at 
stake? 

What other forms of international machinery diplomatic or economic in the Pacific 
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would be effective for facilitating peaceful change ? Should such machinery be organized 
under the League of Nations or as a special regional system in the Pacific ? Consider here : 

(a) permanent machinery for the prompt settlement of minor disputes, e.g. a frontier 
commission for Japan and the U.8.8.R.; (6) machinery providing for periodic inter- 
national consultation by the major countries of the Pacific, as in the Washington 
Treaties ; (c) a regional pact of mutual assistance and non-aggression ; (d) machinery for 
a permanent Pacific Conference, either a branch of the League of Nations or a separate 
institution on the model of the Pan-American Union, to facilitate the peaceful adjust- 
ment of political and economic disputes in the Pacific. Such a Conference might establish 
a research secretariat on Pacific area problems, to parallel the work of the League 
Secretariat on European problems; (e) an agreement guaranteeing the territorial 
integrity or neutrality of the Philippines. 

To what extent could special regional machinery for the organization of peace in the 
Pacific avoid the weaknesses of collective action under League of Nations auspices ? 
How far would the establishment of a regional Pacific organization affect the League ? 

What types of economic, financial, and military (naval and air) sanctions could be 
effectively applied in the Pacific area, assuming the existence of machinery and the will 
for collective action against an aggressor nation ? 
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APPENDIX VI 

CONFERENCE ORGANIZATION AND ADMINISTRA- 
TIVE DECISIONS 

AS indicated in the Preface, the conference benefited greatly from the 
jC\- longer time and better organization of the preparatory work. This work 
started indeed at the Banff meeting during the final sessions of which the 
broad outlines of the discussion topic for the Sixth Conference were deter- 
mined. Ten months later, after considerable consultation with the National 
Councils, the Secretariat issued the first of a series of memoranda containing 
draft headings for round table topics, subjects for data papers, and suggestions 
for the organization of the conference as a whole. These were revised to 
meet the criticisms of the councils and were eventually enlarged in November 
1935 to form a printed * Outline of Discussions' including some 170 detailed 
questions classified under the five main round table topics whose titles corre- 
spond with the chapter headings of this book. In the interests of avoiding 
too many and too diffuse subjects for discussion at the conference, it was 
decided to limit the agenda to a consideration of ' Aims and Results of Social 
and Economic Policies' in only four of the main Pacific countries (the 
United States, Japan, the U.S.S.R., and China) instead of attempting to deal 
in the limited time with the problems of all Pacific countries. In addition 
there was to be a fifth general topic, concluding the conference, on 'The 
Changing Balance of Political Forces in the Pacific and the Possibilities of 
Peaceful Adjustment '. Partly on the basis of several informal * experimental ' 
meetings the Secretariat drafted the questions for each of the five topics 
according to a fairly uniform pattern, the first four or five subdivisions being 
concerned with general questions of fact, for instance the nature, results, 
methods, and costs of the various national economic policies, while the last 
subdivision dealt with the international effects and implications of the poli- 
cies. In general the first four or five sections were intended to serve as guides 
to members in their preparatory reading and discussions and the final 
section was to provide the actual agenda for the Yosemite round tables. 
The plan succeeded, for the Programme Committee, which fixed the final 
version of the agenda before the conference began, was able to adopt the 
questions in the final sections of the outlines with only a few minor changes. 
Several National Councils in the meantime had used the draft outlines as an 
agenda for preliminary group meetings of their members, and one (the Cana- 
dian Institute) organized a national conference on the Yosemite topics. 

Parallel with this work was the preparation of the documents which the 
councils submitted to the conference, and in this respect it may be said that 
the Yosemite meeting surpassed all former Institute conferences. Some 
seventy papers, many of them indeed substantial books, were made available, 
and there was widespread comment on the accuracy, high quality, and per- 
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manent usefulness of nearly all of them. A list of the titles is given in 
Appendix II above and it may be noted that they have been reviewed in 
Pacific Affairs (December 1936) and International Affairs (November-Decem- 
ber 1936). Several of the documents are scheduled to be published shortly 
through regular commercial channels. Arrangements are also being made by 
some National Councils to have sets of the documents bound and deposited 
for reference in important libraries of the world. 1 Many members expressed 
regret that some of the documents, written with great care by men who are 
acknowledged as authorities in their subjects, should have been distributed 
too late to permit members of other councils to read them before the con- 
ference met. In spite of efforts on the part of the Secretariat and many 
councils to ensure an early distribution, it was still unfortunately necessary 
at the conference to let loose upon members an embarrassing flood of papers 
at a time when they could not easily find leisure to read them as fully as they 
desired. Nevertheless, even in this matter there was considerable improve- 
ment over past conferences, several councils having taken special pains to 
print and distribute their data papers many weeks in advance. At the 
conference itself a further attempt was made to ease the situation by provid- 
ing cross-indexes and brief digests of the documents, the latter being intended 
mainly for the use of the press representatives. 

The improved preparation for the conference made it possible to introduce 
several improvements and innovations into the organization of the round 
tables. For the most part the arrangements followed those of former con- 
ferences in that four separate groups (each more or less a cross-section of the 
whole conference membership) met almost every morning to discuss the same 
agenda, but not usually to discuss it in the same way or to arrive at the same 
conclusions. Occasionally a group would decide to deviate from the printed 
agenda by either omitting certain questions or introducing new ones. In the 
same way one group would sometimes borrow from another group a member 
who was a specialist in the problem under consideration. The improvements 
introduced at Yosemite consisted of a more systematic co-ordination of the 
four groups by means of plenary sessions and the use of Rapporteurs for 
each group and for each of the five topics. Thus the conference opened with 
an introductory speech briefly reviewing the whole agenda. Then at the 
beginning of each round table topic two or three speakers were chosen to 
address a plenary session and outline some of the main questions at issue, 
after which the conference broke up into the four separate groups, 2 each of 
which had a Chairman, an Associate Chairman, and a Group Rapporteur. 
These officers met at the end of each morning's session to compare notes and 
keep the Programme Committee and Press Officers informed on the progress 
of the discussions. One of each four Group Rapporteurs acted as the General 
Rapporteur for that particular topic, and at the end of whatever period had 
been allotted to the round table discussions he spoke before a plenary session 
(usually held in the evening) summarizing the discussions of the four groups 

1 See the list of these printed above at the end of Appendix II. 

9 An exception was made in the case of topic 3 on the U.S.S.R. 
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on the basis of the information and notes supplied to him by the other three 
Group Rapporteurs. At these evening plenary sessions other speakers were 
chosen to address the conference on special topics or to offer comment on 
the discussions. 

Representatives of the Press, except for a few who were also members of 
the conference, attended the opening and concluding plenary sessions, but not 
the round table groups, which were kept private. The conference Press 
Officers, after hearing reports from the Chairmen and Rapporteurs of the 
group 8 * gave daily interviews to the Press and provided news releases and 
digests of documents. On one or two occasions prominent members of 
national groups also attended the press conferences and answered questions 
put by the newspaper men. The conference was very well reported and 
received a great deal of attention in the columns of the newspapers in China, 
Japan, Canada, Australia, New Zealand, the United States, and elsewhere. 
Many members of national groups during and after the conference wrote 
articles and dispatches for their home papers and magazines, or gave radio 
talks and public lectures. During the conference itself a number of individuals 
and groups took part in radio broadcasts on nation-wide programmes. All 
of these events, like the conference discussions themselves, benefited greatly 
from the fact that the membership included many individuals who, while 
speaking freely and in a purely personal capacity, were nevertheless able to 
speak with considerable authority as persons who had held important official 
posts and were quite likely to hold them again. It was probably this com- 
bination of qualities expert knowledge, freedom from official restraint, 
authoritative and responsible judgement which served to maintain the 
generally high standard of all the Yosemite Conference activities. Very rarely 
were there traces of the uninformed speculation and irresponsible allegations 
which characterize many unofficial gatherings for the discussion of inter- 
national affairs, or of the empty protestations and cautious generalities that 
often blight official diplomatic conferences. 

In contrast to the Proceedings of former conferences, this volume does not 
give a full report on the work and decisions of the various standing commit- 
tees of the Institute which met before and after the Yosemite Conference, 
the principal reason being that rather full accounts are available elsewhere. 
Thus a comprehensive review of the work of the Secretariat since 1933, in- 
cluding accounts of the National Councils, research, educational work, 
language problems, Pacific Affairs, general publications, and finances, has 
been printed in a 180-page pamphlet entitled Report of the International 
Secretariat, 1933-1936. A nine-year survey of the Institute's international 
research programme is available in a pamphlet entitled The Study of Inter- 
national Affairs in the Pacific Area, and to accompany it there is Publications 
on the Pacific, 1936, a classified catalogue of Institute publications which is 
to be brought up to date and reissued from time to time. For a convenient 
account of the principal administrative decisions and the new research 
programme agreed upon at Yosemite readers may consult the special issue 
ofI.P.R. Notes (Nos. 6-7, October 1936) which also gives extracts from many 
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of the speeches made at the plenary sessions of the conference. The following 
are only some of the more important administrative matters decided by the 
Pacific Council: 

The topic provisionally chosen for the next conference, and subject to 
change in the light of current economic and political developments, is Political 
and Economic Aspects of Trade Competition in the Pacific, to be considered 
under the following headings: movement of goods; methods of regulating 
international trade; markets and raw materials; monetary and financial 
factors in international trade ; political causes and consequences of the above. 
An attempt is to be made to hold interim meetings of the Pacific Council 
between the regular conferences ; at the time of the Yosemite meeting it 
was thought that annual meetings might be possible, but subsequent com- 
munications from the councils have made it appear likely that only one 
interim meeting will be held, possibly about April 1938 in China, combined 
with a meeting of the International Research Committee and certain I.P.R. 
research workers. 

Dr. J. W. Dafoe, President of the Canadian Institute of International 
Affairs, was elected Chairman of the Pacific Council for two years, to be 
followed for the third year by the Hon. Newton W. Rowell, Honorary Presi- 
dent of the Canadian Institute. Dr. Hu Shih, Viscount K. Ishii, and Dr. Ray 
Lyman Wilbur were elected Vice-Chairmen and Mr. Frank C. Atherton 
Honorary Vice -Chairman. The Hon. Newton D. Baker was elected Treasurer. 
Officers and members of the various standing committees of the Pacific 
Council are listed above at the end of Appendix I. 

It was decided that, for the present, the Secretariat and the Institute as 
a whole should have no fixed physical head-quarters, and that, as in the past 
two years, members of the Secretariat should spend a good part of their time 
visiting the member countries and helping to co-ordinate the work of the 
councils. It may be noted that, for the time being, a publication office for 
Pacific Affairs and other Secretariat publications is being kept in New York, 
but that a branch publication office is being experimentally established for 
a period in Shanghai, where several members of the Secretariat will be 
stationed during 1937 and 1938. In accordance with the decision of the Pacific 
Council, the Institute library in Honolulu has been presented to the American 
Council, which has in turn entrusted it to its Hawaii Group. The aim of the 
Pacific Council was declared to be the ultimate establishment of a physical 
head-quarters and that these should be somewhere in the Pacific area. Mean- 
while the Secretary-General is to obtain expressions of opinion on the loca- 
tion of head- quarters from all councils with a view to having the matter 
considered again by the Pacific Council before the next conference. 

The international research programme for the period 1937-9 was deter- 
mined only in general outline at the Yosemite Conference, the Research 
Chairman and Research Secretary being made responsible for working out the 
details of the various projects. It may be noted, however, that two or three 
studies such as those on land utilization and population in Indo-China, Nether- 
lands Indies, and the Soviet Far East are designed to bring to completion 
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the Institute's larger programme of research in this field and to make 
possible the production of an interpretative monograph on the broad inter- 
national political implications of the facts revealed in the whole series of 
national inquiries. A similar procedure is being adopted with the parallel 
studies of press and public opinion and the studies of standards of living. 
Among the new topics of investigation first place is being given to a compara- 
tive study of the textile industries and international competition in textiles 
in the Pacific countries. Included in this series will be reports on the cotton 
industries of China, Japan, India, Great Britain, and the United States, with 
supplementary reports on Canada, Australia, and Netherlands Indies as 
consumers and potential producers of cotton goods. Some sections of the 
British, American, and Japanese inquiries are already started. Another 
major field of research is to be foreign policies and diplomatic machinery in 
the Pacific area, in part an outgrowth of the problems discussed in Chapter V 
of this book. Efforts are to be made to secure an individual study, by a person 
of considerable reputation and experience in the field of Far Eastern diplo- 
matic relations, on the general problem of analysing the redistribution of 
power in the Pacific since the War and the break-down or inadequacy of the 
available diplomatic machinery in this part of the world. Parallel to this 
work there are to be several national studies of the foreign policies of major 
Pacific countries. 

A new project, involving the co-operation of several councils, is a study of 
international competition in shipping in the Pacific with special reference to 
such irritants as subsidies, discriminatory practices, currency depreciation, 
&c. The principal countries concerned will be the United States, Great Britain, 
and Japan, but materials may later also be collected on the Pacific shipping 
of such countries as the Netherlands, France, Germany, Italy, Norway, 
Sweden, and Denmark, and possibly on the coastal and inland shipping 
problems of China. Next is a more localized inquiry, a study of the northern 
Pacific fisheries, especially the salmon and halibut fisheries off the coasts of 
the American North- West, British Columbia, and Alaska, where a serious 
controversy seems likely to arise out of the entry of Japanese and possibly 
other fishing concerns into waters hitherto regarded more or less as the 
preserve of Canadian and American operators. The study will be started 
under the auspices of the American Council with the probable co-operation 
of the British Columbia branch of the Canadian Institute, but may later be 
extended to deal with similar problems in the Japanese and Soviet Pacific fish- 
eries. Another group of studies which may have a close bearing on the agenda 
of the next conference will deal with the economic development and economic 
value of colonial or other dependent territories in the Pacific, especially those 
in south-eastern Asia. Among these is a study of Indo-China now being 
initiated by the French Committee. Finally there are several individual 
studies, including investigations of Chinese agrarian problems and of the inner 
frontier regions of China, both being made by members of the Secretariat. 
Plans are also being made for a new and much-changed edition of the Economic 
Handbook of the Pacific Area published by the Secretariat in 1934, tobeaccom- 
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panied possibly by a graphic handbook illustrating basic economic tendencies 
and relationships in the Pacific countries. The Royal Institute of Inter- 
national Affairs has been asked to explore the possibilities of a study to be 
made under its auspices of the treaty-port system in China and to proceed with 
it if it proves feasible. Lastly, as an aid to Western research workers on Far 
Eastern problems, the Secretariat is to continue its experiment of compiling 
annotated bibliographies of significant articles in leading Chinese, Japanese, 
and Russian journals. 
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